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ABSTRACT
‘'This instructional guide was designed to assist
educators in teaching the topics.of consumer credit and consumer
credit protection to secondary_and postsecondary students in various -
economics and business courses, as well as for use in adult and
community education courses. The guide contains four sections, which
can be used singly or in combination. They\cover‘ (1) an overview of
consumer eredit; (2) the Equal Credit Opportunity Ac¢t; (3) the Fair
Credit Reporting Act;. and (4) the Fair Dgbt Collection Practices Act.
~ Through the study of these laws and topics, students learn about
types of consumer credit, the pros and cons of credit use,
creditworthiness, credit reporting, consumer dellnquency, credit
‘shopping, and billing errors. Each of the sections contains five or
"six individual topics focusing on specific concepts or skills. These
units are sequentially organized with the earlier topics presenting
basic concepts and skills that provide the necessary batkground for
the subsequent topics. In addition to directions, each section .
contains an introduction, key concepts ‘and definitions of térms, an
answer key, and information sheets which may serve as masters for
overhead transparenCIes or instructional materials for students. A
‘pretest is,also included with each section to help 1nstructogs assess
student knowledge and select appropriate sections and topics. The
guide notes that two additional sections, truth in lending and the
Fair Credit Billing Act, will be avallab}e at a later date. (AYC)
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We at the Federal Reserve Bank of aneapohs Your Credit Rights was develo’bed'by the Federal
bétieve it is important for consumers to know " Reserve Bank of Minneapolis. It is the result of _
how+to establish and use crgdit respons.bly —itis | cooperative efforts of Jean A. Kiney, Associate

important for them as individuals and it is im- Professor, Agricultural and Applied Economics -
portant for the economy at large. Consumers Department, University of Minnesota; Judith A.
should also be aware of protection provided to - Remington, Attorney-at-Law and consultant to the
them by the consumer credit protection laws Bank; and Barbara ]. Bergerson of the Bank’s

enacted by Congress since 1968. We are pleased, | Public Information staff who served as project
to introduce Your Credit Rights. This publicationis, | leader for Your Credit Rights.
desxgned to provide a structure, for teaching the T ‘ .
' topics of consumer credit and consumer prajec- | * We espedially wish to thank the Ninth Federal .
tion. - _ Reserve District educafgrs who emcouraged usto
\1 ) »* | undertake this project &nd assisted us during the
'The unit has been dex eloped in con)unctxon with | dewv elopment and classroom testing of Your Credit ™

educators as well as representatives of the credit nghtb It is our hope that this unit will serve as a
mdustry "We hope teachers, future credit users, | valuable resource in the teaching of consumer
and cansumers who now use credit will find * credit concepts and skﬂls
* Your Credit Rights to be an effective educational '
ool. , o e We also thank the individuals-and organizations
) L " . ) representing the credlit industry whose assistance

- proved invaluable in the development of these
. mat‘enals ' e

. E Gerald | Corrigan, Presxde‘nt
Federal Reserve Bank )
of Minneapolis e . 1
. R - - R i . T e . ,_ »
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All nghts reserved No part of these matenals may be ,
reproduced n any form without permssion in writing from

the Federal Reserve Bank of Minneapolis, except that per- |
mussion 1s hereby granted to reproduce these matenals in |
part or in their entirety sotely for non-profit educatiomal
putposes. Permission 1s also granted to reprint components
of these materials for inclusion in teaching materials to be _
used for non-profit educational purposes or in textbooks,
provided that a copy of the volume 1n which these matenals
are used 1s provided to the Office of Public Infogmation of the . .-
Federal Reserve Bank of Minneapohs In any such use, the .
source of matérials must be ated as follows' “Reprinted,

courtesy of Office of Public Information, Federal Reserve
Bank of Minneapohs “ For information, address the Office of
Public Information, Federal Reserve Bank of Mmneapolis,
Minneapolis, Minnesota 55480
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Preface v-vl units Purpose
’ E Your Credit Rights was developed by the Federal Reserve Bank of
Introduction to Your Credit Rights . VIFVILL ‘vhnneapohs to assist educatorg in teathg the topics of con-
. ) sumer credit and consumer credit protection. It 1s designed for -
Consumer Credit Informatior < use with secondary and post-secondary students i economics,
’ from the Federal Reserve System ) x corisumer economics, business education, home economics, or
. 4 . law-related courses, as w%s in adult and community educa-"
‘ ’ . tion programs on consumer credit . '
Section 1 - An Overview of Consumer Credit ,
- - The purpose of the unit is threefold:
Instructor’s Guideto Topics 1-5 1-4 . o
.o Pl - 1 To increase student awareness of the role played by indi-
: + Pretest . - ® |+ wviduals, cfeditors, credit bureaus, and debt collectors in the
. Transparency and Activity Masters 6-19 credit process
- ) . 2. To increase student understanding of the legal rights and
Sechon 2-THe Equal Credit Opportunity Act - responsibilities of consumers, creditors, and other representa-
~ © Instructor's Guide to Topics 1-6~ 20-25 tives of the credit industry.
"Pretest - . . 2. 3. To help consumers develop skﬂls'ln estabhshix{g and using
Tranisparency and Actvity Masters 27.44 consumer credit and solving ¢redit-related problems.
. . - ' i Y
e o : ) Content and Organization o
Section 3 - The Fair Crédit Reporting Act |« Cred o .
) - - Your Credit Rights contains six separate sections which can be
. I’nstructg’r’s G‘unde to Topics 1-3 45-49 . M used singly or in conjunction with the other sections in the unit.
) etest , . 51 Sections included are:
. ransparency and Activity Masters 5271 Section 1—An Overview of Consymer Credit
- - - Section 2—The Equal Credit Opportunity Act
7 Sectlon 4-The FairDebt Collection PractncesAct - Section 3—The Fair Credit Reporting Act
< Section 4—The Fair Debt Collection Practices Act -
Instmctox‘s Guide to Topncs 1-5, 7276\ *Sedtion 5—Truth in Lending
“ Pretest * .o « 78 *Section 6—The Fair Crétit Billing Act
" SO Transparencv and ‘Actmtv ‘viasters 79-96 The unit is designed so instrictors can teach orYe or more
. . ) R * sections, depending on the time available and the needs of their
' S e students Section 1 provides an overview of consumer credit
) . ‘ <, . - t and explores the individual’s use of credit Although it provides
., ) . .- a good foundation for studying the individual credit protection
. e o . " e laws, all sections are self-containegl,and do not depend on the
v ) " T N ‘use of specific activities from a previous section to meet their
] ) c . ’ instructional objectives A pretest provided for each section of
’ : e et 4 . | Your Credit Rights may be used to assess student knowledge and
‘ ' . . . K help an instructor select appropriate sectjons and topics to teach.
¢,
’ . ° - AN . ) . Each section of Your Credit Rights Contains individual opics ,
. : s . -0 . focusing on specific concepts or skills. Several learning actvities
R ’ ) *Available at a l!\tor date




. the learning objective fofthe topic, the list of materials needed,

~

and a variety. of teaching strategies are used to meet the topic’s
instruetional objective. Instructors may select topics and activities
within a section that are most approprate for use with their
students and their individual teaching styles. .

Sections are’ developed sequentially. Earliér topics present basic
information, concepts, and skills that provide students with the
necessary background to study the topics and concepts that
follow. For example, in Section 1, students first learn about the
types of consumer credit and reasons why people use credit
Later they study the pros and cons of credit use and the factors -
to consider when deciding how to make a purchase. Similarly,
in Sections 2-6, students learn about creditworthiness, credit
reporting, consumer delinquency, credit shopping, and billing

. grrors as a basis for studying the specxﬁc consumer credxt

l protecnon laws

.
Using Ycur Creant Righs '

Each topic is designed to be taught during a class penod of 40-
55 minutes. If individual,class periods are shorter, an instructor
. may wish to limit the number of activaties used to teach a topic
or use more than one class period. Additional“class time also
may be needed to develop, conduct, or follow up on role play
and simulation activities. Five or six topics are covered in each
section. Therefore, a secion may be taught during a pne- or
two-week period, depending on the usé of role play and
simulation activities, the amount of class time available, the leyel
and background of students, the number of topics and achvmes
used, and the use of addiional materials.

Prior to teaching a topic, an instructor should carefully review

and topic directions printed on the instructional folder for each
sechon. In addition, transparencies, readings, student exerdises, .
case studies, flow charts, etc, contain information that an instruc-
tor may wish to review before using these materials in class
Although topic directions ahd student matenals are designed to
provide the igstructor with all the "Information needed to teach a
topic, role play and simulation activities may require some
additional preparation such as a test run.

)

All materials needed to teach Your Credit Rights are included in
the instructional package. Instructors may find the Introduction to
Your Credit Rights helpful in explaining to students the legislative
and enforcement aspects of consumer credit protection. Besides
topic directions, each instructional folder contains an introduction
to the section, key concepts and definitions of key terms used in
the section, and an answer key. The individual sheets following
each section folder are “masters” which an instructor may use to
make overhead transparencies and classroom sets of student
materials needed to teach each topic.

All materials are three-hole punched so that an instructor may
place Your Credit Rights in a three-ring binder and remove
individual folders or sheets for lesson preparation and class-
room use, This will also facilitate the adding of future sections
and the updating of materials by the Federal Reserve Bank of
Minneapolis wheh consumer credit laws and regulations change.
If you wish to have your name placed on a mailing list to
receive updates to Your Credit Rights, as well as additional

* sections when they are available, please return the enclosed post
card. If your mailing address changes, please notify us by -
writing the Federal Reserve Bank of Minneapolis, Office of
Public Information, 250 Marquette Avenue, Minneapolis, MN
55480, or call us at (612) 340-2443.
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introduction

The era of consumer credit protection began with two very
simple ideas—that the cunsumer should know more about the
costs of credit and that all consumers should be treated fairly.
These two ideas have led to'hundreds of pages of laws,
regulations, and interpretations

Your Credit Rights: An Instructtonal Ut on Consumer Credit Protec-
ton attempts to take this complex area of law and economics
and provide information which all users of credit need to make
infortned credit decisions, Excerpts from testimony before House
and Senate heanngs, case studies, and role play and simulation
activities are uséd to stimulate interest in the topic of consumer
credit protection and the specific credit laws Also, they provide
students &n opportunity to apply knowledge and skills they
have learned about obtaining and using credit and solving
credit-related problems. Readings, graphic illustrations, over-
héads, flow charts, student exercises, and other approaches have.
also been used to vary the format.

Your Credit Rtghts deals only with consumer credit, not business
or agricultural credit. Consumer credit s generally defined as

“Wredit used for ersonal and househofd needs. This includes
financing a car, furniture, or appliances and open-end finanang,
such as a credit line in conjunction with a transaction account, a
bank credit card, or a department store. credit account Although
the use of credit to finance a real estate transaction 1s also
considered consumer credit, these materials do not cover mort-
gage credit.

The passage of individual consumer credit protection legislation

»is only the first step in developing practical “rules” for consum-~
ers, creditors, and other representatives of the credit industry o
follow. The overall regulation process involves five essenhal(t
steps which are descnbe'd below.

Legislation

The ideas for legislation come from many sgs
newspapers, letters from constituents, etc. Hi
Credit Reporting Act began as a single lett
to Senator William Proxmire. Wherever theH
from, a senator or representative introduces legslation, and
extensive heanngs are held un the proposed bill. If a bill 15
passed by the Congressional subtommittees and commuftees, it
is voted on by the House and Senate. If passed, it goes to the
President for his signature or veto. .

rces—magazines,
:xample; the Fair
om a constituent

Regulatuen ‘

A federal agency, most often the Federal Reserve System, is

1

_ L4 \ » e

designated to issue a “regulation” to provide specific rules to
implement the provisions of the law. The agency proposes a
regulation and consumers, creditors and aothers 1 the credxt
industry, and legislators have ag. uppurtu’mty tu Lomment on
whether the regulation 1s fair and meets the purposes for which
it is intended. Often, the regulahon wall go through several -
drafts before it 15 final. Regulahons aré often amended after they
are adopted. .

Y

!nterpretaue'ﬁ :

Inewitably, the regulahon does not answer every questdh A
creditor or a consumer will wnite the Federal Reserve System,
for example, and ask how the regulation applies to a particular
situation, The Board of Governors of the Federal Reserve
System or therr staff may then 1ssue an interpretation. This
interpretation will help resolve the situation 1n question, and 1t 1s
often used to restlve future simlar situations.

-

‘Enforcement

Examiners from the Federal Reserve System and other agencies
regularly examine banks, credit unions, savings and loan asso-
ciations, etc\{o see that they comply with the consumer credit
protection laws. These examinations often serve to educate
creditors and to identify problem areas in the regulations. If
repeated violations are found, the agency may take enforcement
action against a particular creditor. Also, all agencies given
authority to enforce these laws 1n)leshgate consumer complaints,
. .

Litigation

The courts inevitably decide how a particular law will be
interpreted. For example, a consumer may sue a creditor for
violation of the law. The court will decide whether or not the
creditor is at fault. And, if a violation 1s found, the court will
decide which remedies are appropriate. Or, a creditor may sue
the enforcement agency, arguing that its actions go beyond its
authonty. Again, the courts will determine whether the enforce-
ment agency has acted within gts junsdichon .

{
¢ <

While it is helpful to break the regulation process down into
these five areas, it is important to remember that there is often
activity in all these areas simultaneously For example, while
Congress was amending Truth in Lending to simplify it, the
Federal Reserve System was proposing its own changes in the
regulation. And interpretation, enforcement, and litigation con-
tinued unaffected by the work in Congress. Therefore, consumer
credit is a difficult area to teach, not only because of its
complexity, but because 1t 15 ever-changing. .

‘Vilg
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- The following chart lists consumer credit protection legislation
in the order it was enacted. It is intended for your reference

throughout the unit.

. Passed Amended

Truthin Lending 1968 1976

..

Fair Credd 1969 None

Reporting Act

Equal Creat 1974 1976

Opportumty Act?

vy

Bithng Act

Collection
Practices Act’

S\

. of a home
‘/; .
Q
ERIC -

Faw Cregit 1974  Nons

Fair Debt 1977 None

Truthin Lending 1980 None
Simpification ~
Act

\

Effective
Date * Purpose
1969  To give the consum-

e

1970

1975

1975

1978

1982

er information on®
credit costs before
he/she enters into a
credit transaction
and to encourage
credit shopping

To a\llow the con- )
sumer to learn of
‘and challenge infor-
matign about him-
self/herself con-
tained 1n crecht re-
ports.

To prohibit credit
denial based on sex,
mantal status, age,
race, religion, nation-
al onigin, receipt of
public assistance, or
good faith exercise
of consumer credt
protection nghts

To allow the con-
sumer to effectively
resolve.billing dis-
putes with credit
card comparues and
other open-end,
‘creditors

To protect the con-
sumer from abusrve
debt collection prac-
tices and allow the
consumer to obtain
verification of a debt

To simplify Truth in
Lending forms an:
procedures to make
them more usable
by the consumer

*An earher act, the Fair Housing Act of 1968, prohibits discrimination by race,
color, rehgron, sex, or national ongin in lending for purchase or improvement

| 4
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Consumer Credit Informations
from the Federal Reserve System

The following materials are designed for use with secondary
and post-secondary students as well as adults and community
groups. Except where noted, materials are available free of
charge from the publishing Federal Reserve Bank or the Board

of Governors of the Federal Reserve System. Addresses are
provided at the end of the listing.

Publications ,

" The ABC’s of Figuring interest

Discusses how:the various ways of calculating interest affect the
dollar'amount paid Federal Reserve Bank of Chicago, 1979,

10 pp.

Alice in Débitland

Explains consumer protection under the Electronic Fund Trans-
fer Act, including the use of debit cards. Board of Governors of
the Federal Reserve System, 1980, 16 pp.

’

The Arithmetic of Interest Rates

Applies the concepts of simple and compound interest to
practical problems of determining the yield on government
securities and the cost of consumer credit. Federal Reserve Bank
of New York, 1981, 36 pp

Fedpoints 17—Consumer Credit Regulatbrs

Reviews the responsibilities of the 12 federal organizations
charged with administering consumer regulations. Federal Re-
serve Bank of New York, 1981, 4 pp.

Consumer Credit Terminology Handbook

Defines consumer credit terms to assist consumers in everyday
credit transactions. Also-avaglable in Spanish Federal Reserve
Bank of New York, 1980, 20 pp.

. Consumer Education Catalog

Q

- ERIC

wll Toxt Provided by ERIC

Lists consumer education materials pubhs}\ed’by the System
Fedéral Reserve Bank of Boston, 1980, 24 pp.

Consumer Handbook to Credit Protection Laws g
Explains how consumer credit lawstcan help in shopping for
credit, applying for credit, and establishing a good credit record.
Board of Governors of the Federal Reserve System, 1981, 56 pp.

Credit Guide ~

Provides information to help consumers get a good start, avoid _

hazards, and know what to do and where to go if they have
problems using credit. Federl Reserve Bank of Chicago, avail-
able June 1982,

Y

Damomets

Credit Points
Discusses the major credit laws such as Truth in Lending and
describes consumers’ rights and protections. Federal Reserve
Bank of Boston, rev. 1980, 24 pp.

Give Yourself Credit ~ *
Guides the consumer through various credit protection laws.
Federal Reserve Bank of San Francisco, 1981, 40 pp

The Story of Consumer Credit
Explains credit rights and responsibilities and introduces con-
sumer credit regulations in a cartoon format. Also available in
Spanish. Federal Reserve Bank of New York, 1980, 24 PP

(Charges for some bulk orders)

[ 4

Board of Governors of the Federal Reserve System. .
The Equal Credit Opportumty Act and Age, 1977

The Equal Credit Opportumty Act and Credit Rights 1 Housing, 1980, .

The Equal Credit Opportunity Adt and Inadental Crediturs, 1977
The Equal Credit Opportunity Act and Women, 1977 '

Fatr Credit Billing, 1976 /

How to File a Consumer Credit Complaiitt, 1978
If You Borrow to Buy Stock, 1972 -
If You Use a Credit Card, 1978

What Tritth'in Leasing Means to You] 1978
What Truth in Lending Means to You, 1981

Federal Reserve Bank of Cleveland:  « .
The Flip Sude of Credit, 1981 i

Federal Reserve Bank of New York:

Credit-Abihty, 1980
On Using Credit, 1980
Your Credit Ratig, 1979 .

Federal Reserve Bank of Philadelphia; *

Electromic Fund Transfer (Regulation £), 1980

The Fair Debt Collection Practices Act, 1978

How the New Equal Credit Opportumity Act Affeds You, 1977
How to Establish and Use Credit, 1976

Qptions for Savers, 1980 .
The Rule of 78’s, 1978

Your Credit Rating, 1979 - *

Instructional Materials . . .
Credit-Scope ’

" Outlines kasic credit concepts in mlearning kit consisting of a

1A




- 7

poster, 12 lesson plans, and a teacher’s cumculug guide Fed-
eral Reserve Bank of New York 1980 (Secondarv instructors)

Equal Credit Opportunity and You
Discusses criterta used 1n determining creditworthiness In-

“cludes filmstnp, activity sheets, teacher’s outline, and guide to

deliver narrative. Féderal Reserve Bank of New York, 1980
(54.00 per set)

Getting Credi}
Reviews the procedures for estabhshing credit. Contains film-
strip, narrative, learnung assignments, class discussion, and vo-
cabulary Federal Reserve Bank of New York, 1981 ($4.00 per
set) ‘

‘

v

Firma ~
(Available from all 12 regional Federal Reserve Banks and
Publication Services, Division of Administrative Services, Board
of Governors of the Federal Reserve System, Washington, DC
20551) ‘

To Your Credet v

Describes consumer credit regulations including the Equal Credit
Opbportunity Act, the Fair Credit Reporfing Act, Truth in Lend-
ing, and the Fair Credit Bilhing Act Explains the importance of
creating a good credit record Federal Reserve Bank of Philadel-
phia, 1978, 16mm color film, 15 mnutes

EFT At Your Service

Introduces the concept of electronic fund transfer and explains
the vanous EFT ophions available to consumers Identifies con-
sumer protection and responsibilities under the Elestronic Fund
Transfer Act. Includes a teacher’s guide and activity masters
Federal Reserve Bank of Philadelphia, 1980, 16mmi color film,
14 munutes

Q .

ERIC

’
.

Addresses

of the Boara

and Federai |

esérve Banes

Publications Services

Division of Admunstrative Services

Board of Governurs of the Federal Reserve System
/ashington, DC 20551 . . '

Bank and Publlic Services Department
Federal Reserve Bank of Boston
‘Boston, MA 02106 . .

Public Information Department s
Federal Reserve Bank of New York

33 Liberty Street )
New York, NY 10045

Public Information Department !
Federal Reserve Bank of Philadelphia

PO Box 66 «

Philadelphia, PA 19105~ -

Public Intormation Center

Federal Reserve Bank of Clew and
PO Box 6387

Cleveland, OH,44101 L

Bank and Public Relations anar(mm(

Federal Reserve Bank of Richmond

PO Box 27622 ' .

Richmond, VA 23261 . ' ) - 4

Information Center o

Research Department, Publications Unat

Federal Reserve Bank of Atlanta

P O Box 1731, 104 Manetta Street NW

Atlanta, GA 30303 !

Public Information Department €
Féderal Reserve Bank of Chicago
230 South LaSalle Street

Chicago, IL 60690 R a o

Bank Relations and Public Intormation K
Department

Federal Reserve Bank of St/ Louts .
PO Box 442, 411 Locust S(ree v N
St Louts, MO 63166 \

Office of Public Information

Federal Reserve Bank of Minneapols

250 Marquette Avenue . ) -
Minneapolis, MN 55480 ’

Public Information Department
Federal Reserve Bank of Kansas City
925 Graad Avenue

Kansas City, MO 64198

Department of Communications, Financial and Community Affairs
Federal Reserve Bank of Dallas . .
400 South Akard Street . .
Dallas, TX 75222

Pubhic Information Department

Federal Reserve Bank of San Francisco

PO Box 7702 ¢
San francisco, CA 94120 .

/
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SECTION 1 - ] ’

An Over vzew of szszmzc rCredit

lﬂtl’ﬂﬂﬂﬂnﬁ . ‘ Topic 1 hat Is Congurmer Credi??
Credit has become a very 1mportant part of Objective: “Student can identify situations where consumers

modern-day life’ Instead of waiting until they
save cash, consumers may use credit to obtain
desired goods and services now and pay later
using future income. Section 1 will help stu-

~ dents identify the benefits as well as the risks of
using credit. Students will also learn how to use
credit safely and recognize the sign's of financial
trouble’ The overview will also provide stu-
* dents -with a background for studying the
consumer credit laws that protect consumers as
they apply for and use credit.

. 1. The availability of consum-

7

er credit allows individuals
and families to buy needed
or desired goods and serv-
ites now using future in-
come.

.

2. The granting of credit-de-

pends in part on a lénder’s
confidence that a borrower
will be able and’ w11hng to
pay later for goods, Services,
or money received now.

3. Consumers should plan and

control their purchases of
goods and services using
credit as carefully as their
purchases using cash toavoid
using more credit than they

_ canrepay.

4. Establishing and maintain-
ing a record of using credit
responsibly helpsaconsum-
er obtain both future credit
and certain goods or services
not available using cash, such
as hotel accommodations
and rental cars |

5. Comparing the costs and

benefits of (1) using credit, ,

(2) using available cash, or
(3) saving until cash is avail-
able can help a consumer
decide how and when to
make a plirchase.

T

use credit Student can define “credit” and give
vy

examples of publi€ utility, inadental, closed-end,

and open-end credit

Materials Neededs’

Reading 1—"What Is Consumer Credit?”
Credit Use Survey

Student Exercise 1

Directions: ~ ‘

1 Write the word “credit” on the chalkboard or poster paper
Ask students to write down a phrase of two or more words
including the word “credit” Collect responses and-tally the
number of times each response 1s given What do students

" assoctate most with the word “credit”? [Credit card, line

of‘credit, good credit risk, open-end credit, Cred:t rating,
credit bureau, etc] g

+

b

2 Students will probably be fanuhar®with credit tards, or opcn-
end credit They also may be aware of closed-end credut
such as mortgage loans and automobile’loans Assign Read-
ing 1, which defines four different types of consumer credit,
including the less formal incidental and public utility credit
that most consumers use ~ ‘

3 Assign Student Excrase 1to test student understanding of
the defimtions of the four ty pes of consumer credit [See
“Answer Key "]

4 Dastribute the Credit Use Survey and go over the directions
with students You may want to assign the survey as home-
work so students can discuss credit use with therr tamilies
Tell students that Guiumn IV 15 optional Instead of record-
ing actual monthly credit pay ments, stydents may 1dhy ¢
Column 1V blank ur record typieal or estimated muonthly
credit payments

NI N 4 1
Use Credi?

o :\s},gr—a N,
Topic 2—Why Do Yo

Objective: In a simulation, students will decide whether or
not to use credit to make certain purchases
Student can identify situations when credit use
is justified




r§

" Materials Needed: y

E

Slmulatl(m—”Would You Use Credit>”
Discussion Guide for “Would You Use Credit>”
Credit Use Survey (Topic 1) - \

<

Directions:

1 Divide elass into small 3.,roups of four to s students each
Give each group the simulation and ask students te read the
simulation directions Because people’s attitudes about using
credit and how people use credit vary, there are no right or
wrong answers Students in ‘cach bmup should read situa-
tions 1-10 and discuss reasons to use credit and reasons not
to us¢ credit The group then must degide ‘what to do 1n
each qituation and select a spokesperdon to evplain the
group’s deasions to the class . .

N

. y

9

the Discussion Guide, discuss the advantages or disadvan-
tages of credit use i each stuation Emphasize to studénfs
that often there 1s a trade-oft between the benefits of us-

ing not using credit and the costs of usmg not ysing, credit

. .
Ask students to refer to their Credit Use Survevs (Topice 1)

- and give specific reasons why credit was obtained from 2ach
of the credit agurees they have listed (conyenience, shortage
of cash, @ means of purchasing very expensive items, a means
of obtaining needed ttems, etc) Individually, students may

] [
Call on group spokespersons to explamn their decisions Using

'

want to ask themiselves whether credit dse 1s justified in each

Instance

]

-

Topic 3 How Mwh Credn
s Safeto Use? .

Objective’ Student can defingfhd dentfy signs of over-,
cnsl(m—usmg too much credit Student can
Jc gurdelnes recommended by lenders to de-
termine how rthuch credit 45 safe to use at dif-
ferent income and spending levels

Matenals Needed” . -
Student Exercise2

Imnsparcm\ 1—"Are You bsm;, Too Much Credit?”
Rcddmg, 2—"Credit Guidehnes”

Directions: * \

1 Ask students to identify the nisks of using credst {Consumers
who use creditto make purchases risk (ing too much credit A
consumer who underestimates monthly expenses or incurs
unexpected expenses may not have enough money to repay
creditor make pavments ds agreed Thisis called being “overex-
tended A constimer may also experience a reduction prloss of
income In either case, the consumer would have to reduce .
spending in order to make debt pavments or he she dould not
be able to repay as agrecd ]

ro

Assipgn Student Exercise 2 \\hgn students hay e completed the
txerase, ash individual students o wentity and explain why

they underlinedcertan state mm(ﬁ;n ‘Answer Key 7 Show
s(udm(stranspaanL\ 1 and discu@the SIgns of overextension

exhibited by Grabby Gerty and High-Liv ing Hank

.:v;ni:aimlary L

* Closed-end Credit Ono. time credit for aspecificamount,
* usually Yor a large purchase and re-

paid in installments.

Consumer Credit Credit used by individuals and fami-
s - liesfor personal, family, or household

] N _purposes.
" ConvenienceCredit Credit which is repaid by the con-
.. sumer within 30 days or another
. specified peried of time and on

, which there is no finance charge.

Credit The promlse to pay in the future in
s ordertobuy orborrow inthe present.
Creditor % A person or business that regularly

extends credit on which a charge
may be imposed.

Credit Record A history of credit use; also called a

"credit history.”

Discretidnary
Income

The portion of income that is left af-
ter a consumer has paid for essential
items. -

3

-Finance Charge -
creditor for the use of credit.

Q :

A

Thegptal of all charges imp.bs_;ed bya -

- . B

Incidental Credit™  An informal arrangement in which
businesses and professionals provide ™
credit for which there is noccharge,

- and no specific repayment plan.

Inflation . A general ris€ in tHe prices of goods

: and services.
Interest A standard periodic charge for the

** use of credit which is one component
of the finance charge.

A line of credit that may be used re-
pealddly up to a certain dollar
amount and on which a charge may
: be rmposed

Open-end Credit

- o

. -

Overextension Using more credit than is safe, given
a consumer’s income, expenses, and

‘current debts,

Public Utility Aninformal credlit arrangement with
Credit utility companies in which customers

\ pay for services received in the past
R / and inyolving no credit charges. |

oo
The amount of goods and services
that can be purchased with a speci-
fied amount of money.- -

W

Purchasing Power

o . —

Aruitoxt provided by Eic:

'Y

4

13 " ‘

-




“»

E

3 Asaclass, read Reading 2 Review with students the examples
showing how consumers can estimate how much to spend on
credit payments Studentamay wantto estimate how muth they
can safely spend on monthly credit payments based on therr
own incomesand expenses Or have students practice using the
lenders’ guidehines to estimate how much 1s safe to spend’on
credit payments at higher and lower discretionary incomes

~ |
*

Y

¢
Topic 4—Why |s Credit !mportanf?
Objectuve Student will identify the ume dunng a person’s
Itfe when spendmg needs generally exceed
acome Student will know how to establish .
credit and some possible olitcomes of not having
a credit regord-

Maternials Needed:
Transparency 2—"Life-Cycle Spending and Edrpings Patterns”
Case Study 1 ) “

Transparency 3—"How to Establish a Credit Record

-

-

”

Directions: )
1 Show studemts Transparency 2 and discuss the Life-Cycle

_ Spendirlg and Earmungs Pattern graph using the following

* questions,

a Acwording to the Life-Cycle Spendmg nd Earnings -
Pattern graph, what age group usually Eas spending
needs which exceed income? [Spendmg needs generally
exceed income until about age 35

b What are sume of the potential spending needs for
which pedple betw een the ages of 18 and 35 might use
credit” [Automobiles, college tution, houses, turniture,
apphances, vacations, meliical expenses |

¢ D people whose incomes arg higher than therr spendm;_,

needs use credit? [As mcnhoned previously in this
section, credit gan be used for reasons othef than a
shortage of cash The activities of Topic 5 descnibe why a
consumer without a spending- earnings gap may, use
credit instead of cash |

2 Compare speriding needs as a percentage of income for
specific age groups using the “empinical evidence™ for the
Life-Cy cle Spending and Earnings Pattern graph-

Age of Household Head (in Years)
Lndsr 6% and
25 2% 34 35 44 45 54 :"—\—h‘ Older
N
v after v
“ax o $3773 0 Swumi S12114 SI30AU SNI2TT 63 g
Sponding s VR SR VLT zl Eold SHITRY S viug S35 349
(% Spendimg needs as “ . Py
Frroent ot iny o 2o R, LT dpe, AR wg

4

(Note These data represent the most recent aggregate
spending information asvatlable Although actual spending
and income Iévels have risen over time, the general relation-
ship between spending and earmings during the hfe cvele 1
still valid)

repay credit used for spending needs histed in question b
above [nthe Jong run, spending cannot exceed income—
consumers ultimately: must pay' tor all of their purchases

. 3 F mphasllc to students that consumers eventually must

LS e pdrmu-ni ab Labor Buroaw of abor Statistics Keport 45 4 Consumer

Q bypenditure Surves Series Intervies Surves, 1972273, Lable 5, pp 64-70

RIC ;

Aruitoxt provided by Eic:

.

.

-~

Abalgn%aac Study 1. Discuss md&?(y respunses to the
questions following each case describing a consumer who 1s
denied access tu guuds or services because of no priur credit
use [See “Answer Key.”]

Use Transparency 3 to discuss ways voung consumers or
consumers who have not established-credit in their own

names can improve their chances of obtaining credit
+

L .
‘ -

“Topic 5—The Economics of Credit

s L

Objective. Student will identify three major uses of income

and three ways to pay for purchases Student
will know what to consider when deading to
postpone a purchase or make an immediate
purchase using cash or credit  *

Materials Needed:

Transparency 4—"Consumer Decides
3 X .
Case Studv 2 [

Reading 3—The Credit Decision”

Directions

1

Show students Transparency 4, which illustrates how a con-

sumer uses income and how a consumer pays for purchases

Discuss the transparency with the follow ing questions

a After vou purchase items on credu, can vou “decide” how,
much of your income you will use to repay debt each
month? [No, not always On closed-end credit accounts,
monthly payment amounts generally are predetermined.
On opien-end credit accounts; however, vou may pay an
amount ranging from the “minimum payment” to the ful
amount due.]

b How else can vou use current income after you have paid
for essenhal purchases—food, housing, transportation, etc? « -
[Current income can be (1) used to repay debt, (2)-saved
oranvested , or (3) used to make additional purchases )

. Assign Case Study 2 Discuss how the consumer’s deasion to

use credit depends on many elements—the item itself, its
cost, the consumer's attitude about using credit or savings,
interest rates, current debts, upcoming purchases, and changes
in income, price levels, or the inflation rate In each case, the
consumer must deade whether it's worth incurring a debt
to- have the tmmediate use of goods or services purchased
on credit [See “Answer Key |

Transparency dadentified the three sources of funds
available to consumers for spending current income, -
savings, and @gdit Assizn Reading 3, which describes what
a consumer may consider when deading how and when to
make A purchase Discuss students” answers to questions
about Joan Richards” purchase of a freezer-[See “Answer

KC’\' ”]

“(Note You may wish todiscuss the etfect of taxes ona

purchase using cash or credit Under our current tax,laws,
Joan must pay taxes on interest carned on her savings,
interest pard ona loan s tax-dedictible Therefory, taxes
may reduce the yalue of her savings and reduce the costs ot
using credit In this case, tax considerations would increase
the attractiveness of buving now [with credit or savings]
rather than waiting and may alter the trade-off betw een
using credit or savings )

14
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1. False To be granted credit, con-
sumers must provide evidence
that they are able and Wllhng to
repay credit
True Because theelectnicity is
used before the cOnsumer pays
" for it, credit has been granted
& This is an example of gubhc
. utility credit 7
3 Falses Although some credit
arrangements do requireafor-,
mai application, public utility ¢
credit,and credit granted by
professionals and small buist 8
nesses (ncidental credit) usu-
ally do not.

4 False EvenaCOnsumerv.hocan
pay cash may not want to dis-
turb savings, or the cash may 9
not be readily available In ad-
ditton, using and repaymng
credit as agreed may help a
consumer obtain. credit in the
future

Ful« Inadental and public utihi-

ty credit do not involve a cust
“Convenience credit” allows a
consumer to repay 11 30 days,

for example, wnhounr\;urrmg 10
additional finance charges,

6 Truc Without credit, many
consumers would be unableto
purchase cars,apphances, fur-
niture, etc, which are con-

sidered necessities today  If
credit were not available, few
people could ever afford tobuy
ahome Inaddition, many serv-
1ces suchas hotel accommoda-
tions and rental cars may only
be gptained by using a crcdll
card

I'rue A consumer who1s "over-

as agreed Higher finance
charges; a poor credit record,
and legal achiun may result
True Earmings from overtime
work and bonuses are not reli-
able A consumer who rehes
onthemto pay credit bills risks
not being able to pay

False Atmuddie and hugher in-+
comes, 20% of one’s net (take-
home) income may nut be too
much to spend un credit bills
However, at lower incomes a
* hugher percentage of a consu-
mer’s income 1s used to buy
“essentials,” and 20% of income
may be too much to spend to
repay credit
True. When pnces are rnising
due to inflation, a consumer
may save” money by using
credit to 4ake &dvantage of a’
lower puréhase price

w

Topic 1. Stugent Exerc.se

1 Open-end -
Public utihty

Incaidental

Closed-end

Closed-end ‘ .
Incidental -
Open-end ¢

Open-end , .
Closed-end .
Open-end

r

o

—_
[SR-E. RN R AR

Topic 3. Student Exercise 2

Credit Pibfile 1

Grabby Gerty loves having a Bargatns Galore credit card! She can go
shopping whenev ver she wants anWalwer she wants evenif she’s
short of cash Bargams Galore has ternficgales, and Grabby Gerty’s monthly
credit bill 1s always high She usually pays only the “minimum payment”
required Lately, GrabbyGerty has had httle money Jeft after paying all
her credit bills She even “charges” groceries at Bargains Galore When
her monthly credit bill arnives from Bargains Galore, she sees she wilt
have to skip making payments to her doctor and the bank to make even

the mirimum payment

Credit Profile 2
High-Living Hank 1s proud of all hus plastic money —credit cards He can
charge just about anything he wants Every month, though, Hank has a

extended” cannot repay credit *

0

Hank works enough overtime to make ends meet He also has a savings

account that he dips into if he’s a Iittle short of cash He and hus wife are
saving toward a down payment on a vacation home [t's been five Years
now, butthey still have notsaved enough money Hank has beenthinking
about getting a debt consolidation loan to pay off all his bills [twouldbea

lot easier to pay just one bill \ "

Topic 4 "Case Study 1 T

Case 1: Although the Smiths are financaally responsible, they have no
history of credit use that demonstrates their responsibihity Lehders
generally want to know how you've handled financial obhigattons in the
past—especially 1f you apply for a major loan The Smiths could have

es(abhshed a credit record by using one or more open-end credit

acéuunts responstbly They also could, have ybtamned a loan to make a

major purchase, such as their new car

\ -

Case 2. Ifaconsumer dues not hav e a record of credituse, a lender might
require a larger down payment or a cosigner Or, the lender might even
e to make the loan Firms that rent or lease goods (1 &, car rental

-agenates, hotels, etc ) often want evidence that a customer 1s responsible

eft, damage, or nonpayment
asterCard) 1s
y responsible

and trustworthy to mmimize chances ¢
Being approved for a national bank credit card (VISA,
often considered as evidence that a person 1s finan

T 5 Case Study «

Case 1. Nu, Mrs Juhnsun did not save money by postpening her
purchase By waiting she had to pay mureto buy the television than if she
had used credit and paid finance charz,m However, by saving une
addiional month she would have the $330 in cash 1 is p0551bk that not
incurring a debt and not being respunsible for a monthly payment are
more impurtant to Mrs. Juhnsun than the mouney she would save using

credit . . .

Case 2" Mr Gray will eventually pay $323 for the golf elubs, including
interest on his loart If he waited a year with inflation at 10%, he would
probably have to pay $330—so he might figure that he saved $7 by
borrowing If he put $26 94 per month into a savings_account at 6%

. interest (compounded monthly), however, he would have $3341nayear

He could then buy the clubs for $330 and still have $4! In thus case, the
purchase decision depends ¢n how Mr Gray feels about using credit
(and having a monthly payment) and how much he wants to have the use
of the clubs as he pays for them *

Topic 5. Reading 3

1 If Joan vwaits a year or so to save enough money to buy the freezer,its

purchase price may change If she expects the price to go up, she
should consider this extra cost. If she postpones the purchase, she will
alsd, forgo a potential savings of $100 in food costs for the year On the
-.other hand, if she waitssuntif she has the additional savings, she wll
avaid commutting herself toa monthly payment. Her savings will also
remain intact

2 Ifjoanusesaccumulated savings,she willavoid committing herselfto a
fixed monthly payment She will forgo earninginterest on her savings
at a rate of 6% per year, whereas the loan would cost 10% per year If
joan promised to “pay herself” the $26 25 each month, she will repay

. the “borrowed” savings within a year Froma financial standpoint, she
is.better off using her savings On the other hand, Joan may prefer the
discipline provided by having to make loan payments instead of saving

me amount of money each month In addition, by using credit
<he will estabhish a credit history On this basis, it may be worthwhile
¢ for her to use credt

bllk and the job of figuring out how hc will pay them Usually,

'Emc

.
.
llgb -
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« o Sec. 1—An Overview of Consumer Credut - .

- - =

o - .- Pretest

Diredtions: Circle “T” if the statement is true; circle “F” if the statement is false.

.

. T. F ' 12 Anyone who wanté credit and is of legal age may obtain credit. -
I
T F 2. By buIng consumers this month for elecfr’cny used {ast month power com-
i pames grant credit to consumers.
o Q’ .
‘t . ’
T F 3. All credltors requ:re a_consumer to complete an application form before
gramting credlt -
. 3 .
T F 4. A consumer should always avoid buymg now using credit if he/she can pay
‘ : cash. ~ } ‘
o L
\T F - 5. A consumer pays more to obtain goods-or services. whenever credit is used.
T F 5. ‘Eor the average consumer today, access to credit is a necessity.

) [
- N
<

T F k 7. Using foo much credit is one of the greatest risks of using credit.

2 -
I

s

in financial danger.

T F 9. Ifa con5u mer spends 20% or less of net monthly income to pay credit bills,(not

* mclud]ng mortgage payments), he/she is not using too much credit.
. ‘Q,, . i
T F LIt may cost less fo make a purchase now using credit than to postpone a
' purchase and pa v.cash. ) ¢ -

s
Vi .t 4 * .
N ¥
N - I
~ »

%
]

T F 8. Aconsumerwhorel:eson “overtime”pay andbonusesto paycreditbillsmaybe = -.
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. " Sec. 1—An Overvrew of ConsumerCredrt
Topic 1, Readmg‘ﬁ -t .

24

You pay a billin January for electricity, you

~ used in December.'A statement arrives in the
mail for medical services you.qbtained last.

* month. You write a check for $20.00 as a
“minimum payment” on a $150.00 department

store bill. Wrth a bank loan you purchase a

. :‘new car.®

AII of these are examples of using credit—

. paying later for goods or servic;es.o?)tained !

" now. “Consumer.credit” is credit used only for

»
c
2

* What Is Consumer Credit? .

4 v

’ I

personal, family, or household purchases. Cred-
it arrangements can be formal or informal. A
spécified amount of credit may be granted or
credit may be “open-ended.” A’consumer can
obtain credit only when a creditorhas confi-
dence that he/she is both able and willing to
pay later for goods or services received now.
You may pay for the privilege of usmg credit,
or credit may be free. The four common types

" of credit used by consumers are described

‘below.

1. Pubhc utilities credit
i r water, gas, and telephone companies
) generally charge customers for their services
after they have been used. How much you pay
for electricity, for example, depends on how
“much you use. By al!owmg customers to pay
later, utility companies are granting credit even
if there are no formal credit agreements or
credit charges. Consumers, however, may be
requwed to pay a deposit before obtaining ser-
vices initially fram a utility company. In addi-
tion, a“‘penalty” charge may be added if a bill
is not paid promptly.

-

2. lncndental credlf . -

(All of us have probably had a doctor or dentist
appointment we did not pay for-until later. Pro-
fessionals and small businesses‘often do not
demand immediate payment. If a credit ar-
rangement involves no extra costs and there
is no specific repayment plan it is called “inci-
dental credlt "

3. Closed-end credit -

Mortgage loans, automobile loans, home im-
—provement loans, and installment loans for pur-
chasing furniture or appliances are examples

of “closed-end” credit. Closed-end credit is

I

@

.

used for a specific purpose and is for a speci-

fied amount. An agreement, or contract, lists

repayment terms—the number of payments,

payment amount, and how much the credit

will cost. The cost of credit may vary depend-

ing on state and local laws, general interest .
rates, price levels, the gvailability of credit, the

demand for credit, and the creditor’s assess-
-ment of the borrower’s crgditworthiness.

4. Open-end credit

Using a credit card issued by a department
store, using a bank credit card (VISA, Master-
Card) to make purchases at different stores,
“charging” a meal at a restaurant, or using,
“overdraft” protection are all examples of
“open-end” credit. Unlike closed-end cred-

it, you do not apply for open-end credit for a
single purchase. Rather you can use it to make
whatever purchases you wish if you do not
exceed your “line of credit"—the maximum
ampunt of credit you can use. You may have
to pay interest—a periodic charge for the use
of credit—or other finance charges. Some
creditors allow you 30 days to pay the bill in
full and natancur any interest charges. This
type of credit is called “convenience credit.”

&
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o Credit Use Survey. . — - . U

Directions: List examples of the four types of credit you or your family use (Column 1). Under
Columns II, lll, and, 1V (optignal), describe how'you.use and regay credit. )

[}

9 | - Cm ‘v .
Credit How often is . Howis " How much s
Sources credit used? ‘creditrepaid? - spent on monthly

- ¥ credit payments?

>

PUBLIC UTILITY, C C
Ex. City water ' /2 Every day Paid quarterly - Approximately $30.00

o/

INCIDENTAL ' |.

@ |1, e,

-

OPEN-END.

1. ) : -

-
7

.

CLOSED-END | ", . - R
1. l' n




Sec 1—An Overview of Consumer Credit
Topic 1
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Student Exercise 1

DlrectlonS' ldentnfy the type of credit, descnbed in each of the followmg examples and
circle youranswer.

[y

public utility incidental

1
closed-end

7 open-end
2. A consumer pays a bill for long-distance telephone calls made last month
N public utiity incidental closed-end open-end ‘
. \\ - . L)
+ 3. A doctors’ office allows patients to pay their bills in mstallments but does not Charge interest
on the unpaid balance.
public utility

Y

Incidental

Clos_ed-end

open’-ehd
4. A'loan from a credit union i1s paid back in 24 bimonthly payments
public ufility

incidental closed-end «open-end
v / *y ) . .
5. A contract is signed that states the terms*and conditions of paying an orthodontist's fee
public utility Incidental -closed-end
-

incidental

o'ty

open-end
6. A local hospital sends a patnent a bill for SSO for emergency room treatment.
public utility closed-end

open-end
7. A consumer pays for a dinner using a credit card issued by the restaurant
public utility incidental

closed-end

-

open-end
8. A bank credit card is used to make purchases at several retail stores
public utility

Incidental closed-end open-end
. 4 ’ /
9. Furniture, Inc,, requires customers to sign a contract each time they purchase a new item
publIC utility incidental clesed -end open-end *
. 10. An “overdraft protectaon agreement allows a consumer to write a $150 check
when his account balance is only $100. '
' public utility incidental

closed-end

by
open-end

19

]

1. A consumer,makes purchases at All Goods Department Store using an All Goods credit card

I3



Dtreo’nons becude if you would use credit to make the
- :ﬂ‘b follewing purchases. In the appropriate box,
) A g:vé the reasons for your decision.

1. Would you USe credit to buy a home or pay
for a college education? “ .,

2 Wodld }gou use credit to purchase appliances, \
. fumiture, etc, for a home? :
‘ .

i
LN

- . 3.Woyld you use credlt t6 pay overdue bills?

4. Would you use créedit to pu.rchase gasqline or food?

5. Would you use gredit instead of cash or
checks to make several purchases in one store?

L]

6. Would you use credit to purchade an item v

which costs $8.507?

7. Would you use credit to purchase an item on sale?

v
LY
L' <

8. Would you use credit to pay for a vacation?

»

9. Would you use credit if you couldn’t save
- enough money to buy something you wanted?

10. Would you use credit to make a purchase
even nf you could pay cash?

Would You ‘e Credit?

Yes

No

N

21
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Sec 1—An Overview of Consumer Credit
Topic 2

1.

A

4.

“

Discussion Guide for “Would You Use Credit?”

z

s

-

Most people could never buy a home un-
less they used credit. Similarly, many peo-
ple could never attend college if they
couldn’t obtain loans to be repaid later
using future earnings.

If you can make the payments, using cred-
it will allow you te have the use of the
furniture or appliances as you pay for them.,
You may eyen save money by buying now
on credit, depending on the interest rate
charged and the expected change in.the
price of the item. .

Itis generally not a good idea to use credit
to pay overdue bills. Bill-paying problems
usually can be solved by reducing spend-
ing, increasing income, or negotiating with
creditors for smaller but regular payments.

Most consumer credit counseling services
ecommend not using credit to buy-perish-
fe items. Not only is it difficult to keep
track of what you have spent, but it's diffi-

cult psychologically to pay for something
after you have used it. You maywant to use
“convenience credit” to purchase gasoline
or food and then pay for those items in full
on a monthly basis.

it may be more convenient to use credit
than to write several checks, and it is safer
than cédrrying large amounts of cash. You
may not make purchases as carefully, how-
ever,

. Consumer credit counselors recommend

not using credit to purchask items costing
less than $25, It may be difficult for you to
keep tgack of small credit purchases. Some

s

10.

A

consumers are not as careful in making

their purchase decisions if they use credit
to buy lower-priced items. Using credit in-
stead of cash, however, may be more con-
venient, safer, and’in some cases less ex-

.pensive (taking advantage of a reduced

price, eliminating a second shopping trip,
etc.).

. If you plan to purchase the item sometime,

you may save money using credit to buy it
now ratherthan waiting to pay cash. Wheth-
erornotyouwouldsave moneydependson
how much the credit costs and how you will
repay it.

. If you use credit to pay for a vacation, you'll

need to have money available to pay future
credit payments. If the monthly credit pay- .
ments will fit into your budget, taking a va-
cation now (when yot want to) and paying
later may be justified.

. If you cannot afford to save (not spend) a

certainamount of money each monthtoward
apurchase, you probably can't afford to buy
it on credit. Many people, however, find it
easier to make payments each month
(forced savings) than to save the same
amount of money each month, .

Credit can be used for many reasons be-
sides a shortage of ¢48h. You may use
credit to establish a record of responsible
credit use or for the convenience and safety
it offers. Also, by making a purchase now us-
ing credit, you might pay less money for an
item than if you had waited to pay cash.
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Student Exercise 2

N
Directions: Read the ‘“credlt profiles” below. Underline any statement that may
indicate the consumer is using more credit than he or she can use safely.

Credit Pr/ofile 1

Grabby Gerty loves having a Bargains Galore
creditcard! She can go shoppingwhenever she
wants and buy whatever she wants evenif she’s
short of cash. Bargains Galore has terrificsales,
and GrabbyGerty's monthly credit bill is always
high. She usually pays only the “minimum pay-
ment” required. Lately, Grabby Gerty has had
Iittle money left after paying all her credit bills.
She even “charges” groceries at Bargains
Galore. When hermonthlycreditbiltarrivesfrom
Bargains Galore, she sees she will have.to skip
making payments to her doctor and the bank to
make even the minimum payment.”

Credit Profile 2 ‘

High-Living Hank is proud of all his plastic mon-
ey—credit cards. He can charge just about ariy-
thing he wants. Every month, though, Hank has
a pile of bills and the job of figuring out how he
will pay them. Usually, Hank works enough over-
time to make ends meet. He also has a savings
account that he dips into if he's a little short of
cash. He and his wife are saving towargra down
payment on a vacation home. It's been five
years now, but they still haye not saved enough
meney. Hank has been thinking about getting a
debt consolidation loan to pay off all his bills. It
would be a lot easier to pay just one bill.
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Sec 1—An Overview of Consumer Credit
Topic 3, Transparency 1

'l pay'\vnext month ...

-'All l haYe to pay is the “minimum amount” . ..
Pl have"\to dip into savings to pay bills just this month ...
I'can couent on my “overtime” to pay the bills ..

| can always chatge my groceries and gasoline if I'm short of cash...
4
Why can’t\l save any money ?

‘ .
| don’t even know how-niuch | owe-anymore ...
A




Sec 1—An Overvnew of Consumer Crednt
Topic 3. Reading 2 & ’

b4

o

Whether aconsumer is conS|der|ng using cred-
it for the first time or is experiencing symptoms
of credit overuse, it 18 important to know how ..

. much creditis safe to use.* One credit guideline

" used by lenders is based on a consumer's dis-
- jposable,ornet monthly income (take-home pay .
aftertaxes and otherdeductions). The rulewould .

®

-

be foraconsumertospendnomorethan 20% of
net monthly income on debt payments or credit
bills (not including housing payments). An ex-
ample follows of how this guideline may be used
to determine a safe amount of money to spend
on credit:

.
-
%

Example 1 ,

Joe’s net manthly incomeis $2,000. How much
can he safely spend on monthly credit pay-
(ments not including hus mortgage payment?

20% of net monthly mcome =
20 x $2,000

$400 %,

In some circumstances, lenders would recom-
mend that a consumer spend less than 20% of
net monthly income on credit payments. At
middle and4ower incomes; a greater percent-
age of income is used to pay for “essentials”
such as housing, fogd, clothing, transportation,
and medicalexpenses.Another,dreditguideline
lenders use i1s based on a consumer’s “discre-
tionary” mépme—that portion of income not
needed for essentials. Using this guideline,
they recdmmend that consumers spend no
morethan one-third of theirmonthly discretion-
ary income on credit payntents.Example 2illus-
trates how a consumer may use this guideline
to determine how much money to spend on
monthly credit payments.

|

*These guidelines are based on actual guodehnes)
that lenders use to decide If apphcants will be
granted or denied credit.

"~ Credit Guidelines

-

Example 2

» <

.
T

. %

Jim’s net monthly i mcome is$1, 500 He spends
the following amounts each month for essen-
tial items:

Mortgage loan $450
Utilities \ 100
Food . 200
. Transportation 100 -
Clothing 25 ’
Medicalexpenses 25
TOTAL $900

What'is. Jim’s monthly discretionary income?

.- Discretionary income = Net Income —

‘i

. Spending on essen- *
tials
Discretionary income = $1,500 — $900
= $600 per month\{\

How much can Jim safely spend‘%%fﬁe’?‘@cedlt
payments ‘each month?

1/3 of duscretnona_ry income
1/3 of $600

‘ = $200 -
What percentage of his net mor_\thlymcomecan
Jim.spend safely on credit (not including hous-
Ing) payments?

$200 + $1,500

.133
13%

~

In Jim’s case, 20% of net monthly income, or
\$3OO is too much tospénd on credit payments
pecause of his essentlal spending needs.

/As these examples show people have different

1

- 13

financial situations. What is a safe amount of
money tospend on creditforone personmaybe
2\ top much foranother personto spend. People S
attitudes about using credit and being in debt
also vary and may mﬂuence how much credit
they use.

oo
]

i
1

H """~--Y
:
H




Sec. 1—An Overview of Consumer éredut
Topic 4, Transparency 2 — :
rnings Patterns
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@
Life-Cycle Spending and Ea

s
Income

Dollars
~
~~ Spending
needs
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65 75 Age
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18 25
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‘ ,,,i\ Topic 4

.

Sec. 1—An Qverview of Consumer Cridit

-

Case Sfudy; 1

Case 1:

John and Jane Smitt have been house-
hunting for several months. They finally decide
on a three-bedroom rambler and apply at a
savings and loan association for a mortgage
loan to purchase it.

Both John and'Jane have jobs, and their -

.combined income is sufficient for them to

make the required monthly payment. The
Smnths have no outstanding debts because
they always pay cash. They even paid cash to
buy their new car. Over the last few years they
have saved a substantial down payment..

A week later the Smiths are notified by the
savings and’loan association that in order to
be approved for the mortgage loan, they will
need a cosigner.

!

Why d(.) you think the Smit’halaie required to

j‘ have a cosigner?

)

Case 2:

Alfred Jones flew to New Orleans to attend his
brother’s wedding. Knowing his family would

be very busy, he did not ask anyone to meet

him at the airport. Instead, he planned to renta -,
car to use while in New Orleans. He has no
nationally recognized credit card but is pre-
pared to pay cash for the rental car. )

A

“The car rental agency refuses to rent him a

P4

car, even though they have several cars
available. \

N

Why do you think Alfred i$ unable torenta

f)
car? ..




Sec. 1—An Overview of Consumer Cgedit
Topic 4, Transparency 3 :

| ‘ - Howto Establish-_é‘Credit Record. ..

) 1. Pay bills on time for goods'and services already used such as
" . electricity, telephone, doctors, and dentists.

]

\ ]
, : ;
.. 2. Pay monthly rent payments on time.
: {
1~
3. Use lay-away plans or 90-day‘interest-free plans available at
local retail establishments.
‘ NNPA'S Eldme | FURNITURE (4
LAY-Awsy] {7 |30-60-99
PLAN
— 7

4.0btain (if you have a steady income)a limited-use credit card or
one with a credit maximum. Pay bills promptty.

¢

5. Establish and use a transaction account as evidence youcan
handle yougsmgney responsibly. -
% g

‘-

gico0s

[4
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' Sec. 1—An Over\;cew of Consu‘mer Credtt
. Topic 5, Transparency 4
o | Consumer Decides ... .
' - How to Use Household Income i
; i 7/
| | .
R R
. o ) .
* Pay Debts Make New Purchases .. Save, Invest .
(Past Spending) , (Current Spending) (Future Spending)
.. =N
Q . ) T
. a y
L “and... -
o How to Pay for New Purchases |
. ' {‘/,
Credit o v  Cash Savings
(Future Income) & (Current Income) . (Pastincome)
1 I
* l :‘ C:‘)'
v ' % >
N 29
' - 17

[}
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« Sec. 1—An0vervsew of Consumer Credn
Topic 5

Case Stuoy 2 | ~

=

Case1 _ | ' -
Mrs. Johnson*doesn’t haye enough cash to
pay for a $300 television Set. She could buy
it on credit by agreéing to make 12 monthly
payménts of $26,37 each. The total cost then
would be $316.44. Instead she:decides to put
.$25 a month in the bank until she has saved
enough money td make the purchase. One

. year later Mrs. Johnson has saved $306.82,

which includes the $300 plus interest paid at a

>, rate of 6% perf year, Wheri she goes back to
the store, she finds that the same television
set now costs 3330. Its price has gone up
» H%—the current rate of inflation.

-

B,

Did it “pay for Mrs. Johnson to postpone her
' purchase? - )

-

b _am e

- N ! res

Case 2

Mr. Gray began playing golf recently Now he
wants to buy his own golf clubs. He finds some
clubs he likes at Ace’s Sporting Goods which .
cost $300. He doesn’t have $300 in cash, and
he figures it would take him approximately one
year to save that amount. With an inflation rate
of 10%, he estimates that the clubs will cost
10% more a year later, or $330. Mr. Gray ap-
lies for and is granted a loan for $300 at an
interest rate of 14% per year. He agrees to re-
pay the loan in 12 monthly payments of $26.94
each.

Is it “rational” for Mr. Gray to use credit to buy
his golf clubs now instead of waiting a year?

o
<




Sec 1—An Overview.of Consumer Credn
]’qplc 5, Readmg 3

.
.g - .
~ -

'Using credit to purchase goods or services

may allow consumers to be more efficient, more
productive, or have more satisfying lives. Of

‘Course, credit must be repaid. Using credit in-

creages the amount of money a consumer can
spend to purchase goods and services now
and decreases the amount available to spend
in the future, Many people expect their in-
comes to increase and, therefore, expect to be
able to make paymehts on past credit pur-
chases and still make new purchases.

The decision to use credit or cash to make a
purchase depends upon many elements—such
as the price of the item, how soon the item is
needed, the cost of using credit, and the cost
of postponing a purchase. For example, if you
need a car for transportation to and from work,
you could either buy one now using savings or
credit or postpone the purchase until you have
saved the necessary amount in cash.

Some questions te ask before deciding how
and when tQ buy a car include:

eDol have the cash needed to make this
purchase?:

¢ Do | want to use my savings to make this
purchase?

« Could | postpone the purchase? What are
the costs of postponing the purchase? (Al-
ternative trangportation costs®a possible in-
crease in the price of the car), R

» What are the dollar costs of using credit?
Psychological costs? (interest; other finance
charges; being in debt and responsible for a
monthly payment)

bt

. The Credit Decision

If you decide to use credit, the befiefits of
making the purchase now (increased efficen-
Cy or productivity, a more satisying life, etc.)
should outweigh the costs (financial and psy-«
chological) of using credit. In the a‘Eatuatncm de-
scribed below,"consider the advdhtages and
dnsadvantages of (1) buying now with cash, (2)
buying now using credit, or (3) postponing the
purchase. Then answer the questions thaf fol-
low. .

Joan Richards wishes to buy a freezer which
today costs $300. She estimates that having a
freezer by summer will save her $100 in food
costs this year. She can purchase food on sale
and in larger quantities, and she can preserve
vegetables from her garden. Operating a freez-
er will, however, increase her electricity bill.
She may purchase the freezer usmg one of
the followmg dptions:

Optlon A Buy the freezer nov/usn she»
currently has«in a savings accoun
earning interest at the rate, of 6% per |
year. «

Option B Buy the freezer now using credit and
paying the creditor interest at the
rate of 10% per year. She would pay.
for the freezer in 12 monthly pay-
ments of $26.25 each.

o '

Option C Postpone the purchase until she
saves an additional $300. Her sav-
ings earn interest at the rate of 6%
per year. '

Questions
1. What things should Joan consider in decid-
ing whether to buy thé freezer now or later?

19

x
2. If Joan wants to buy the freezer now, what
things should she;consider in deciding
whether tQ use créedit or pay cash?

\

31




SECTION 2 |

The Equinl Credit Opportunity Act

Federal Reserve Bank of Minneapolis

Introduction @ -

The Equal Credlt Opportunlty Adt, passed in
1974 and amended in 1976, proh1b1ts creditors
from treating one credit applicant less favorably
than another because of the applicant’s age, sex
or marital status, race, color, rehglon, national
origin, source of income, or the exercise of rights
under the federal consumer credit protection
laws. Through a simulation, students learn what
types of information creditors use to determine
whether an applicant isable and willing to repay.
Students will also learn what restrictions the law
. places on information that creditors may obtain
and use to evaluate applicants. Other discussion
topics are the special ¢redit problems of women,
divorced persons, and the elderly, and how the
Equal Credit Opportunity Act héllps them to
establish credit. Using case studies and flow
charts, students learn what a cShsumet can do if

\

he or she believes credit has been denied on the

basis of “prohibited factors.”

5. A creditor must disclose the
reason{s) why a consumer
is denied credit. This gives
the consumer an oppor-
tunity to dispute a creditor’s
reason for denying credit
There often are steps a
consumer can take to im-
prove his’her chances of
obtajning credit in the fu-
ture.

)
,rights under the federal con-
sumer credit laws

4. Credit cannot be denied be-
cause an applicant’s income
‘is derivell from parttime
employment, alimony, child
support payments, or pub- .
lic assistance if that income
-is reliable. Credit can be
denied if income—from
whatever source—is insuffi-
cient.

L

ﬂﬂlﬂs | i-

1. A creditor considers a con- evaluate an applicant’s abili-
sumer .a “good credit risk” ty and willingness to repay
if the iMormation obtained * credit

. from the credit application, 3
" credit report, or interview
indicates he/she is willing
and able to repay. st

2. Creditors use the “three Cs
of credit”—capacity to pay,
character, and collateral—to

A creditor cannot deny
‘credit on the basis of a

applican{s age, sex or mari-
tal status, race;’&olor, reli-
gion, national origin, receipt
of -publc - assistance, or a
“good faith” 'exercise of

Topic 1—Who's a Good Credit Risk?

Objective: Student will learn what characteristics indicate or
affect a credit applicant’s ability or wilingness to
repay In a simulation, students make decisions to
grant ur deny applicants credit and identify in-
formation that indicates creditworthiness

Materials Needed:

Transparency 1—"The 3 Cs of Credit”- N
Simulation—"Who's a Good Credit Risk?”
Directions:

1. Every credit account upened or luan granted represents a
potential loss for the credit grantor Creditors canpot predict
all losses For example, credit paymerits that may have fit
easily into a consumer’s budget may be missed if that
consumer loses a job or incurs unexpected expepses Explain
to students how creditors deny dpedit to apphcants who
appear unable to repay and how they grant credit to those
who are “good credit risks “ Show Transparency 1, which
defines the “three Cs of gredit” that many creditors use to
determine whether an applicant is a good credit risk. Use the
questions hsted orrthe transparency to illustrate how a
creditor uses certain information to assess an applicant’s

“capacity to pay,” "character,” and “collateral”

. Diwvide the class into four groups and distnibute the simula-
tion Ask students to read the simulation directions carefully
and then to gu ahead and make therr aredit deasions

. After each group has made its loan decisions, have one
student from each grotp record those decisions on the
chalkboard Use a chart similar to the one below




~

Group 1 | Group2 | Group 3 | Group 4

f -
Apphcant 1 | Approved | Demed | Approved | Approved

Applicant 2 E

Apphcant 3

Apphcant 4

(Nute Students’ decsions will nat necessanly be nght or
wrong, Students have not been given complete information
about each apphcant, and their decisions will also reflect their
past experiences, attitudes, values, etc S;mllarl\ individual
creditors who have had different expenences with borrowers
will make different decisions Also, each creditorssets some-
what diffeyent standards for granting credit. A credit apphcant
whou 15 denied ctedit by une s.rcdltor may ubtan credit from

”

4 Show Transparency 1 again Ask students to decide whether -

information given for applicants 1-4 in the simulation indi-
cates or affects the apphcant s capacity to pay, character; or

collateral. For example, “has tere charge accounts” 1s informa-

tion given about Applicant 1 Having ten charge accounts
- indicates he she has used credit in the past (character),

however, current credit bills mav be too high to justify

additional credit use (capacity to pay) Explain to students

that some of the information provided for applicant§ 1-4 may
not indicate or affect the ability or willingness to repay [See

“Answer Key”] :

5 Discuss student responses in the aitl\ ity abuve using the

following questions - s

a Which pieces of information provided for applicants 1-4
refer to charactenstics which never change or cannot be

" years old, Mexican-Amencan | .

b. Dues wourking part-ime or receiving publicassistance

changed easily? [62 years old, white, div orced, female, 21

goods the remaining purchase price,
; is then Joaned to the consumer.

-another) necessanly mean an applicant does not have sufficient
h € s .
- B r— i
* Adverse Action Any action taken by a creditor deny-  Elderly Applicant A credit apphcant who 15 62 years or
. ing a consumer credit in the future; older.
induding‘rejectixﬁg an application or . .
) closing o changing the terms of an Joint Account An open-end credit account which
. existing account, may be used by more than one per-
) . . son and for which all potential users
Class-action Suit A lawsuit brought on behalf of many. ¢ are liable for repaymert.
’ gﬁlﬁglnd whom suffered the Judgment A court decision that someone is
& - entitled to payment in a fixed amount
Coliateral Prope¥ty or other valuables pledged from another person.
- by'a consumer as secur:ty for a loan. Judgmental System A nonstatistical method of evaluat-
Cosigner' Knother person who signs a loan ing creditworthiness involving a
and is liable for repayment if the creditor’s judgment of an applicant's-
. borrower defaults. < ability and willingness to repay.
« Credit p A creditor who denies credit or treats ~ Prohibited FACtors  Factors or characteristics about a per-
. Discrimination a consumer less favorably because son which cannot be used by a credi-
. of his/her race, sex, religion, marital tor as a basis for denying credit (age,
Zgstatus, etc. . sex, marital status, race, religion, col-
- , national origin, receipt of publi
Credit Lifeand _  Insurance purchased by a consumer Z;;;t:)c:a ofrelfl:rdr:: 2;) righguun-c
Health Insurance “fhl‘:h repays cred}t m.t.he event of der federal consumer credit protec-
his/her death or dlsablhty. tion laws).
Credit-scoring A statistical method used by large Punitive Damages  Dam. hi
: t d
System . creditors to rate credit applicants in unitv g Whic;gae:evzv:? a?\‘ ?;X,e"fﬁz awar
T r ~which “points” are assigned to vari- ' amount that would compensate the
. “ous factors related to creditworthi- v CONSumer.
ness.

, Secured Crgdit A credit arrang#men} ! which a con-
é{(ﬁdﬂ}ﬂoﬂhing& - A consumer’s past and future abll:ty surner pledgef googhs or property as
o . ~and willingness to repay credit a5 collateral whicksrdy be seized by -

T determined by a creditor. ' the creditdr in case of default.
Down Payment An amount of money whicha con-  nsecurhd Credit A credit arrangement 1n which no
- : -sumier pays toward the purchase of collateral is pledged. In case of de-

fdult, the creditor must sue for repay-
p ment, but has no spedial rights to
~ spediftc goods or property.

AN
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income to qualify for credit? [No, suchgnformation indr-
cates only the uurcc of income not the amount of Income.]

c. Does being divorced necessanly mean a person is not
creditworthy? [No. Statistics show that divorced persons
may default more uften than married persuns. However,
the fact that a consumer 15 divorced does not indicate
anything about that particular Lunsumex’s ability and | wall-
ingness to repay credit.]

6 Write the word ”;udgmental” on the chalkboard. Indicate to
students that they used a judgmental system 1n the simula-
tion tu determine (reditw orthiness. Ask students to try to
explain what is meant by a judgmental system based on their
experiences in making credit decisions in the simulativn [A
creditor or loan officer makes an independent and personal
decision about an applicant’s ability and willingness to repay
credit. There may be sume “fixed” requirements, such as a
minimum income needed to quality for a luan, however, the
deasion to grant ur deny credit is based on the creditor’s ur
loan officer’s judgment regarding the applicant’s ability and
willingness to rgpay In making this judgment, the creditor or
loan officer will be influenced by hus ‘her experiences with
other borrowérs and b\ the type and amount of credit bcmg
requested.}

Wnite the word “empirical” on the chalkboard Explain to
students that when many different people make the credit
- decsions for ong creditor, generally another system 1s used

to evaluate app’hcants This 1s an "empinical” system, also
called “credit-scoring.” In a credit- -sconng system, a certain

value or a certain number of “points” is aSSIgned to various
factors that have proven to be reliable predicturs uf repay -
ment Credit 1s granted if an applicant recenves a required
number of “points ”

(Note: Since passage of the Equal Credit Opportunity Act,
credit-scoring systems must be statistically reliable and cannot
discyyminate againist persons because of their race, clor,
religion, national ungin, sex or mantal status, or rewnpt of
pubhc assistance.)

[

Topic 2—The Equal Credtt
. .. Opportunity Act

Objective: Student can identfy nine factors, including age,
sex, and marital status, that cannot be used as a
basis for denying credit. By examining a sample
credit application, student will know when a cred-
itor may ask about an applicant’s age, marital
status, ahmony or child support pay ments, or

obtain information about a spouse or former .

spouse.

.Materials Needed:
Reading 1—"Your Equal Credit Opportunity Rights”
Transparency 2-—Credit Application

Directions:

1 In the simulation activity of Topic 1, students assumed the
roles of creditors making credit decisions. Explain to students
that until 1974, creditors were free to make credit decisions
on any basis they wished (althuugh federal laws applied tu
cértain housing joans) With the passage uf the Equal Credit
Opportunity Act, creditors may still estabhsh certamn cntena
for granting credit—such as a mimmum mcome or length of

H

\ .

b'

E TC time «{a jub However, the standards they use must be

‘22

»

i . N

: ¥
applied uniformly tu all applicants regardless of therr race,
culor, religion, nationgl vnigin, sex vr mantal status, age,
source of incorge, or the exercise of nghts under the federal®

consumer credit protection laws =

. Ask students if cunsumers have the “right” to receive credat
[Nu, consumers unly have the nght to be judged un the same
basis as uther persuns applying for credit. They may be
denied credit for business reasons (insufficient income, poor
credit history, etc), but they cannot be denied credit because
of their race, color, religion, national origin, etc] R

. Distnbute Reading 1, which summarizes the provisions of the
Equal Credit Opportumty Act. As a class, read and discuss
the List of nghts and provide definitipns and clanifications as
needed Puint vut to students the dual purpuses uf the Act.
To prevent credit discrimunationand to help qualified appls-
cants ubtain credit Because the Act requires disclosure of the
reasunys) for credit demial, a consumer can dispute credit
denials and. ur negotiate for new credit terms in urder to
obtain credit.

-

One sourge of information used by lenders to make credit
decisions 1s the credit appheation Show Transparency 2 and
explain that it 1s an apphcation form recommended for use by
the Federal Reserve System Discuss the credit application
using the questions below: -

a Is the following information requested. sex, race, religion,
national origin? [No. Credit applicants cannot be asked to
reveal such information (except for monitoring purposes
in real estate credit) |

b Why does the application forth include a space for the
applicant’s birthday if a creditor cannot use age as a basts
for denying credit? [Creditors need to know an applicant’s
age n order to venfy that he she s old enough to enter
mto a legal contract |

« Dues disclusure ofithe number and ages of dependents
allow creditors to guess an applicant’s mastal status?
[Perhaps, but such information 1s important in judging
whether an applicant’s income is sufficient to repay credit ]

d When 1s a credit applicant required to reveal alimony,
separate maintenance, or child support payments? [Pay-
ments made by a spouse or former spouse must be
disclosed if an applicant will be relying on them to repay
credit In evalbating an applicant, a creditor may consider

_ the reliability of such payments as well as the credit-
worthiness of the person making the payments.|

¢ What income could a credit appheant hst undex “other
income?” [Pensiun or retirement income, aid for depen-
dent children, suaal security pay mepts, welfare pay ments,
etc A creditor must consider an applicant’s other in-
come—if it is reliable—regardless of the source Agdin, a
credit apphcant need not list income that will not be relied
on for repayment |

f  Why is an applicant for joint credit required to reveal
" his;her marital status and information about the joint
applicant or user? [The‘creditor needs this information in
opder to record and report the account’s payment history
in both spouse’s names.]

On a secured loan, spedfic property may be repossessed
by a lender if the burrower does not pay Applicants for
secured credit must always reveal their mantal stagus
Why > [This informatién 1s needed because a spouse or a
furmer spouse may have a legal interest in the propurty |

34. ‘




Topic 3—Eighteen or Sixty-Two—

What Your Credit
Rightge\

Objectnve Student can distinguish betw cen credit dented
tlegally on the basis of an apphcant’s age and
credit dented because of insufficient income or
lack of a good credit history Student will know
how creditors must rate an elderly person’s age if
they use a credit-scoring system

.

Materials Needed: ’ .
Case Study 1

Transparency 3—"Credit and Age”

Transparency 4—"Scornng Age” o

Directions: .

1 Assign Case Study 1, which desunbes three instances ot
credit being denied to younger or ulder consumers As a
dass, discuss student responses to the questions fullowing
cach of the three cases [See “Answer Kev ”] Be sure students

. understand the difference between denymg credit because of

Fa person’s age and denying credit because of insufficient
incomé or lack of a credit history

| 3 B

Using Transparency 3, discuss “rules” that govern how credi-
tyrs can and cannot use an appheant’s age to deny credit or
Lhangc credit terms Students should be asked to identfy the

“rules” which apply to each case in Case Study 1 [Case 1
none, Case 2 rules 2, 3, Case 3. rules 1, 4

3. In the past, some creditors used age routinely to determine
creditworthiness They believed that apphcants under 30
" years of age were more likely to default than older applicants
{those 30-30 vears old) Thc» also believed older persons
. (60-65 vears old) were more likely to default than vounger
persons because of health reasons, retirement, etc Show
Transparency 4, which dlustrates how age was “scored” in a
hypothetical credit-sconng system before the Equal Credit
Opportunity Act In this example, persons over 59 years of
age are given fewer points for their age than persons 30-59
vearg of age Under the current law and regulations, creditors
must assign at least as many pomts tu an elderly person’s age
(62 and over) as they assign to the age of any person who 1s
vounger. Ask students what needs to be changed on Trans- 4
parency 4 in order for the credit-scoring system to comply
with the age provisions of the Equal Credit Opportunity Act
Use a grease pmcnl to make changes on the transparency
[See “Answer Kev "]

Directions:

1 Divide the class into small groups and assign Case Study 2
Each group should read the three cases and answer the
questions regarding whether credit has been denied on the
basis of the applicant’s sex or mantal status. When students
have completed their work, ask each group to tell the class
how 1t answered the questions and o explain why. [See
“Answer Key.”]

1. Show Transparency 5, which lists ten “rules” pertaining “spe-
cifically to the credit rights of women Ask students to 1denti-
fy provisions which apply to the situations deschbed in Case .
Study 2 [Case 1: rules 1, 5; Case 2: rules 5, 6, 7; Case 3: rule 5

3 The-Equal Credit Opportunity Act prohibits creditors from
requiring a spouse to cosign for individual, unsecured credit
and, thus, be liable fdr the debt. Show Transparency 6, which
illustrates the advantages and disadvantages,of cosigning a
loan or disclosing support pay ments. Under the Equal Credit:
Opportunity Act, a creditor can require a consumer to dis-
close alimony or child support pay ments that will be relied
on for repayment

4 The importance of having a good credit record and how
consumers can protect their credit records are cpvered 1n
Section 3—The Fair Credit Reporting Act However, the
Equal Credit Opportumt\ Act also contains provisions to
protect the marned woman from the “disappearing” credit
history Use (optiunal) Reading 2 tu inform women of their
nght to separate'credit histones and what to do if they have
used or are using credit accounts opengd prior to June 1977

Topic 4—The Credit Rights of Women

Objective: Student will be able to identify instances in which
credit 1s dented because of an applicant’s sex or
marital status Student will know how the Equal
Credit Opportunm Act helps women establish
and protect therr credit histornies

Materials Needed: d

Case Study 2 .

Transparency 5—"Credit Rights of Women”

Transparency 6—"Freedom ot Choice”

Readmg 2 (Optxonal) —"The Problem of the 3

‘ stappcaﬁ\b Credit Hlsto;\”
ERIC

Aruitoxt provided by Eic:

23

Topic 5—What If You're Denied Credit?Q\

Objective: Student will know what information a creditor 1s
required to give a rejected credit applicant Stu-
dent-will know what steps to take to dispute
adverse action taken on a credit application,

Materials Needed: ) .
Flow Chart—"What If You're Denied Credit””
“Statement of Credit Denial, Termination or Change”

Directions: ‘

1 In addition to prohibiting creditors from asking certain ques-
tions or denying credit on the basis of prohibited information,
the Equal Credit Opportunity Act requires creditors to reveal
their reasons for denying credit Consumers may then dis- -
pute a creditor’s action and ‘or 1dentify errars I the reason
for credit demial 1s vahd, the consumer will know what to -
change n order to quabfy for credit in the future (establish a
credit record, increase income, pay off debts, etc)

o

Distnbute to students the flow chart “What If You're Denied
Credit”” Use the chart to discuss what nights consumers have
when they are denied credit and what action they can take
Ask students how they would know whether the reason
given for denying creditds valid or invahd Fer example,
suppose vou have hved in town one year, and a creditor
gives vou as the reason for denving credt, “too short a
period of residence ” Is that a valid reason or s there another,
perhaps discnmunatory, reason for the credit demial® [With-
out knowing a particular creditor’s policies, a consumer can-
not easily judge whether discrimination has occurred An
attorney or a federal agency can review—at the consymer’s
request—other files to see if the consumer has been treated
differently from other applicants |




s

3 Distribute to students copies of thg Statemenit uf Crcdlt Denial, | were unable to enjoy the finanaal bdaefits of home owner-
Termination or Change Point out and discuss the following ship or other “investments,” such as a wollege education
parts’of the notice: They could not use ctedit tg take advantage of lower

or change of credit terms) savings to pay cagh, they would lose their mnterest income
They could be dented access to some goods or services, ,
such as hotel accommodations or rental cars, even if they
could pay cash |

. (1) Description of adverse attion taken (denial, termination, prices or to buy desired ttems now If they used therr

. (2) Prinapal reason(s) for adverse action concerning credit
(If a creditor does not disclose the reason(s) for demal,
you must be told you have the right to requestithe

reason(s) within 60 days) - ' b Before the Equal Credit Opportunity Act, creditors who
(3) Disclosure of use of information from an vutside source denied credit for reasons that were not valid incurred few
(Se¢’Section 3—The Fair Credit Reporting Adt, Topic 2) or nu costs Why not” [Even if creditors missed an op-

portunity to grant credit to an applicant who could repay,
there would normally be someone else to whom they
could extend credit (Interest ceilings kept the demand
high for credit that was relatively mexpensive ) Creditors
would seldom lose any interest ncome as a result of

(4) Statement of nghts under the Equal Credit Opportunity
Act .

(5) Name and address of the federal enforcement agency

L 4

denying sumeone edit Also, creditors could base a decr-

N . . sion to deny credit on any information they obtained
TOD;C b—The ECOnom;CS Of the about an apphcant and not reveal the reason for denial
- ; . Thus, st was very difficult for a consumer to recognize or
EQUG} C(egit ODDOVTUQ*W ACT prove when credit was denied for a reason that was not
valid ]

Objective’ Student can identify: how the Equal Credit Oppor-
tunity Adt provides an economic incentive for
creditors to evaluate credit applicants on the basis
of their ndividual circumstances Student 1s aware
of the regulatory costs of the Equal Credit Oppor-
tunity Act and how these costs may affed credi-
tors, credit users, and consumers in general

¢ Why do vou think that before the Act some creditors
would deny credit to all persons who were of a certain
race, religion, nationality, sex, or marital status? {It may
have been easier and cheaper for creditors to screen out
“high-nisk” applicants on a broad basis—for example, all
divorced persons—than to analyze each individual’s situa-
tion And, as mentiongd before, there always was some-

Materials Needed: one else to whom the1\' could extend credit | .
Transparency 7—"A Delicate Balance”
. Case Study 3 . d How does the law prevent creditors from denving credit
on the basis of the rate of default for all persons who are
Directions- members of a certam race, religion, nationality, sex, marital
1 The Equal Credit Opportumt\ Act distinguishes Petween (1) status, ete, rather than on the bass of an individual’s
information credttors need to make good credit decistons and abihty and willingness to repay? [Creditors now can incur
(2) mformation not related to credit applicants’ creditworthi- legal penalties if they deny credit on the basis of informa-
ness that may negatively affect their chances of obtaining tion not related to an individual’s creditworthiness Thus;!
credit Show Transparency 7, which illustrates how the law there 15 an economic incentive for a creditor to evaluate
’ attempts to strike a balance between the needs of the creditor each credit apphcant on an individual basts rather thanto
and the concerns of the consumer Point out to students that ™ screen out all “high-risk” applicants |

in each of the situations listed, the balance reached$s different

Some infurmation cannot be asked for under any arcum- ¢ Creditors can incur other costs as they comply with the

stances, Other information can be asked for in some instances, provisions of the Equal Credit Opportunity Act These
since it might reflect an individual’s creditworthiness, but not regulatory or compliance costs, as they are alled, include
in other mstances Some information can be asked for in the costs of changes creditors had to make to ensure that

every situation Ask students if it would be feasible to ehma- their advertising, application, interviewing, evaluation, and
nate all discrimination by imiting the amount of information notification procedures are legal Do you think consumers
a creditor may obtain [Often sight alone will indicate the sex, are affected by the mmphancc costs ncurred by creditors?
race, or national origin of an applicant There 1s no effective If so, explain [Yes Everyone's taxcs help pay the costs of
way of stopping creditors from recerving informatign in addi- + any government regulatio. In addition, consumers may

tion to what they receve on a written form| . pay higher prices for credit or, possibly, higher pnccs‘\rj
: general because of the compliance costs incurred by crédi-
2 In wurder to prevent creditors from obtaning and using certain tors Or creditors may deaide to supply less credit to
information about an apphant, legal penalties may be im- consumers because of their increased costs Consumiers
pused if a creditor uses praetices or actions that are found to also may incur costs in the course of exercroing their legal
be discrim\nator_v. Use thé questions below to examine how rights | N

the Equal Credit Opportunity Act shifts the “costs” of credit
demials from the vicim who cannot change hisher race,
‘ rehgion, sex or marital status, age, etc, to a creditor who can

3 Distribute Case Study 3 to students This may be assigned to
students individually or as a class Students are to read each

case and identify the “economic costs” to the creditor and the

avod legal penalties through comphance wath the law
avoud legal penalt & P ¢ law consumer of credit denial before (Case 1) and after (Case 2)

Before the Equal Credit Opportunity Adt, consumers de- _ passage of the Equal Credit Opportunity Act When students
nied credit for reasuns not based on therr ability and have answered the questions following each case, go over
willingness to repay incurred all the “costs” of the credt their responses. [See “Answer Key 7]

Qo deasion What were some of these costs? [Consumers

ERIC N
ERIE 36 ‘




2 T A creditor may requure amount and repay ment terms
apphcants for joint or secured may be changed to protect the
credit to state w hether they are creditor against possible losses
“married”  “unmarried,” or 8, False lf a consumer s credut-

+ “separated” A creditor may worthy, acreditor cannot deny
not ask unmarnied applicants credit because he she has ex-
torevealif they are single, di- eraised rights under the federal
vorced, or widowed consumer credit protection

3 Fale A credtor may ask an laws
apphicant’s age to estabhish that ) True Creditworthy persons
he she can legally enter into a ‘who mav have been discour-
contract or determine how age aged from applying for credut
may affect repayment or denied credit because of

4 Falv Although creditors can- their age, sex or marital statys,
not deny credit solely on the race, rehgion, national origin,
basis of an applicant’s age, sex, or source of Income are now
marttal status, race, color, reli- able to apply for and obtain ’
gion, or national onigin, credit credit
canbe dented fo anyone who 10 1y Creditors may shuft tocon-
15 not creditworthy sumers some or all of the add-

5 Fale A creditor s required to tronal costs incurred as a result
tellconsumers why credit was of the Equal Credit Opportuni-
denied or that they have the tyeAct These costsinclude pos-
night to request the reason sible legal costs as well as the
within 60 davs costs of complving with the

6 Falw Ahmony or child sup- law -7
port pavments need to be re-

Topc b Sematas Dt o4

Apphicant] (a) capacity to pay, character; (b) character, ot

(c) capacity to pay; (d) not vald, R ARY
, (e) capactty to pay, collateral .
Apphcant2 (a) capacity to' pay, (b) not valid, (c) character,
{d) collateral (also capacity to pay if mortgage payments
are a large percentage of disposable income),
() character, capactty to pay X
Apphcant3 (a) not valid, (b) not valid, (¢) character,
(d) not vahd, (¢) not vahd
Apphlicant4- (a) not vahd; (b) character; 4
(c) capaaty to pay, character, (d) capacity to pay cdllateral,
(e) not vahd
Top: - Case Stuygy °
Case 1:

Ful« The “three Cs of credit”

=

refer to an applicants“capacity
to pav,” “character,” and “col-
lateral” and are used by credi-
tors to evaluate creditworthi-
ness

$

vealed unly if a consumer will
bu relying un them tu repay
credit

7 True A creditor cannot deny

credit onthe basis of aperson’s
age, however, the specfic

Case 3:

The bank probably deaided to require a cosigner because of John's lack of
employment and credit history and not because of his age A young
person often has not vet established creditworthiness However, thej’aw
requires that a creditor evaluate each apphcant on the basis of the
individual arcumstances Credit cannot be deried solely on the basis of a
person’s age
Case 2:
Itappears that the fernandos were denied credit because they were over
62 and hving on rettrement income A creditor cannot legally denv credit
because an applicant ismot eligible for credit-life insurance or 1s no longer
employed Ilfthe Fernandos’ income s fess than theamount required for a
“Supertraveler” credit card, however, the credit card company may
leeally deny them credit ’

ERIC

Aruitoxt provided by Eic:

i

-

It appears that Mrs Stone has been denied overd raft.prof'cﬁnn because

she has reached age 62. A creditor cannot legally close or change the

terms of a creditaccount or require angw apphcation solely on the basis of,

aperson’sage Only if it canbe shown thatMrs Stone, upon reachingage
62, 1s unable or unwilling to repay can she be denied credit If Mrs Stone
had just reached retirement age, the credituption on her account could be

terminated if her incume was insufficient Howeyer, the financal metstu-

tion would be required to consider all reliable retirement income

‘T":;ﬂ‘? R T o A

Under the Equal Credit Opportunity Act, the age of an elderly apphicant
(62 years ur older) must be scured at Jeast as high as the age of any
younger applicant The credit-sconng system shown on Transparency 4
must bé changed as shown below tu comply with the law,.

’ Points Assigned to Age

-

Age of Applicant ByCredit-Scoring System

15-19 years . 0

20-24 years -1

25-29 years 2. .
30-49 years - 8 ‘
50-59 years 3

60-61 years 2

62yearsandover 3

[An elderly person’s age must be scored as hugh as the age of a person who1s -

between the ages ot 30 and 59 ]

. oL -
- — . R

Case 1:

Amy was denied an individual credit account wath Good Value Stores

solely because of her new marital status This 1s prohibited by law A

marned woman has the nghtto open and maintain a credit account in her
own legal name (maiden name, husband’s surname, or combined sur-
name) as long as she 1s creditworthy

.Case 2:
Bysnot considering Ms Allison’s ahmony and child support payments, ‘

the ‘bank may be treating her less favorably because of her martal status

and source of income All reliable sources of income myst be considered

by a creditor who 1s evaludting an applicant’s ability to repay The bank
may r‘equnre evidence that her earned income and payments recerved
from a former spouse are reliable, and 1t may deny credit if her income 1s
msufficient

Case 3:

Without being giveri other facts, we cannot know if credit was derued,.
legally or illegally Thelegaltest for discrimmation 1s whether the women
have been treated less favorably because of their sex or mantal status The

sexist remark by the loan officer imphes that they may have been denied

credit on the basis of thewr sex However, such a remark does not prové

discrimination If it could be shown that the bank had granted loans in
similar circumstances for male-owned businesses, dllscnmmahon would
* /

be proved »

hY
Trpa e f s Sy o
Case 1:;

L}

1 Mank gard $1,000 more to buy the car with cash than he would
have paid using credit. In addition, he may have lost interest and
diidend income bv converting “assets’_to cash

2 The bank incurred the cost of processing an application for a loan .
that was not granted

Case 2: . g

1 Mr Thompson spent timé learning about his nights, wnting to the
creditor to learn the reason for credit denial, and arranging and
attending a meeting at the bank Mr Thompson also had to pay his
own transportation eXpenses B -

2 The bank spent ime notifying Mr Thompson that crédit was dented, ‘

responding to hus request for the reason for demal, meeting with tum,
and processing his applicafion a second time’ The bank also pad the
postage to notify hum of its decision and the reason for its decision
Besides the costs speaific to this transaction, the bank also incurs the cost
of continually monitoning its procedures to ensure that they comply

wx)l?e law - - .
LV




Sec.2—The Equal Credit Opportunity Act

] -
P .

. -/
/

Pretest

’

Directions: Circle “T” if the statement)if true; circle “F" if the statement is false.

T F

1. The “three Cs of credit” used by creditors in deciging to grant or deny credit
to a particular applicant are cost, conditions, and collateral.

2. In certain situations a creditor may ask a credit applicant if he/she is married,
unmarried, or separated.

p *
T F 3. Because it is illegal to deny 6recﬁt on the basis of age, a creditor may not
request an applicant’s date of birth.

R
€

4. A person who ié a member of a minonty has t

he right to be granted credit by
any creditor to whom he/she applies. @

T F 5. Rejegted credit app!ica?mts have no way of learning the actual reasons why
they have been denied credit. .
V4 - -
T F 6. A credit applicant must reveal to a potential creditor any alimony or child
' support payments received from a former spouse.

~

7. A creditor may require a higher down payment or a shorter repayment
period when extending credit to a person who is 62 years or older.

T F

8. A consumer who takes legal actjon against a creditor will probably be
denied credit in the future by other creditors.

-

T -F 9. The Equal Credit Opportunity Act may help people obtain credit who previ-
ously were denied credit. :

* 0O
P
-

‘sl
s

o

T F

~

10. As a result of the Equal Credit Opportunity Act, consuihers may pay higher
prices for goods or services or higher interest rates on credit.

26 08
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Sec 2—The Equal Credit Opportunity Act » .
“ Topic 1, Transparency1 v

| ® ~_/The 3Cs of Credit

Capacity Can You Repay the Debt?

Occupation?

Place of employment? .

. How reliable is your income? B Income
K Salary?

Do you have any other sources of income?

Number'of dependents? - .
Do you pay alimony or child support? Expenses
Current debts? : ’

. Character will You Repay the Debt?

-Have you used credit before? - . ,
For what purpose have you used credlt’? L
Do you pay your bills on time? : Credit History
Do you live within your means?

How long have you lived at your present address? -
Do.you own your home? Stability
How long have you been employed by your

- present employer?

Collateral What If You Don’t Repay the Debt?

What assets do you have to secure the loan — car, home,

. furniture? ,
What sources do you have for repaying debt besides income
‘ — savings, stocks, bonds, insurance?




Sec 2—The Equal Credit Opportumty Act
Topic 1, Simulation

Who'’s a Good Credit Risk?

Directions: Each applicant described helow has applied for a $4,000 loan to purchase a more
fuel-efficient automobile. Imagine you are loan officers at a financial institution, and
you must decide whether to approve or deny loans for each of the four applicants.
You have been given five pieces of information about each applicant. Using this
information, evaluate each applicanf’s ability and willingness to repay and make the

“best” decision you can.

-

“1
Applicant 1 ’

a. “Has ten charge accounts”

b. “Address has not changed for five years”
C. “Has six children”

d. “62 years old”

e. “Owns stock”

Action Taken on Loan Application:

Approved ‘ (circle one)

Denied,
N

Reason for Action Taken: [

Applicant 3

a. “Recewves public assistance payments”
b. “Divorced”

c. "Pays bills on time”

d. “Works part-time”

e. “Female” )

Action Taken-on Loan Application: i

Approved Rejected (circle one)

Reason for Action Taken:

Applicant 2

a. “Annual income of $25,000”

b. “Caucasian”

¢. “Installment loan payments are delinquent”
d. “Owns or'is buying a home™

e. “Has an overdrawn checking account”

Action Taken on Loan Application: -

Approved Rejected (circle one)

Reason for Action Taken:

Applicant 4

a. “21 years old”

b. “Has no credit history”

c. “Has been on present job for 10 months”
d. “Has a savings account”

e. “Mexican-American” 3

Action Taken on Loan Application:

Approved Rejected (circle one)

r

Reason for Action Taken:




»

%The&qual Credit Opportunity At~ * . ",
To™'2, Reading 1 .

..

A\
A creditor is prohibited from discriminating against you on the'
basis of: y / T
* age,

» Sex or marital status;

. rac‘e, color, religion, or natural origin;

Your Equal Credit Opportunity Rights -

]

=

e reliance on income from a bublic assistance program;

« a“good faith” exercise of your rights unvde'r
consumer credit protection laws. ]

|/

| wouldn't bother applying
if | were you.

0

LY

A c}editor cannot éis‘courage you from app
are a reasonable applicant. s

| 41

the federal™®

[}

. 4
lying for'credit if you




[ Sec 2—The Equal Credit Opportumty Act . ‘ »
Topic 2, Reading 1

Can they ask me my
religion?

The application form must only ask for mformatlon permitted _
‘ by law." A creditor cannot ask:

r {

- 7

e yOur sex;* 4

« yOur race, color, rehglon or national origin (may ask immigration
status);* .

«about yoUr blrth control practlces or your capability or intentiori to
have children; ) s

« your marital status in applications for unsecured lndlvndual
credlt

;ﬂ ’
’ a

, « information about a spouse or former spouse except in Gertaln
, situations. L . &

-2 v ’ 9
éﬁ *This information must be asked for monitoring purposes in real estate credit.
£)

RV

42
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Sec. 2—The Equal Credit Opportunity Act i . a

Topitc 2, Reading 1
i

In ,evafuatin'g your application, creditors:

« cannot ignore income derived from a public assistance program,
retirement income, or part-time employment. : .

« cannot consider aggregate statistics about the likelihood of

certain groups bearing or rearing children.
¢ cannot automatically deny credit bﬁecause_you are an elderly person.

» must consider credif history of accounts that you have used or are
~ liable for, if they customarily review credit histories.

-~

| apph/ed for a credit card
two months ago ... A

" If a creditor denies you credit, he/she must notify you within 30 -
days and provide: ‘ - .

o astatement of reasons forthe denial of credit (or inform‘y(ou ofyour-“
right to receive such a statement). “ ' .

« an explanation of the. Equal Credit Opportunity Act.
« the name and address of the agency which enforces the Act.

»

= |

T 43

- . 31
. . " -




.\‘ 0 E—

s Sec. 2—-—The Equal Creblt Opportunity Act
. Topic 2 Reading+ °

'Now we need yaur husband
to cosign. ..

: B . . ’
If a creditor gtants you credit, he/she:

e must allow you credit in your own name (including birth-given or
combined surname”)

scannot red;mre a spouse. to cosign the note.

- R . emust keep joint a_gcount records which show that both spouses.
- use credlt or ha e costgned the note.

3 K] ‘-«
- 3]
. . -~ WY
“ ’ <
L]
-

a

e If you beheve the cred:tor has denied vou credtt nllegalty, or has-
C otherwnse vsotated the Iaw,gyou may ’

oo @ nthy theﬁderal agency whnch superwses the creditor..

. esue for actual and punitive damages (including attorneys
. fees and costs) “

L%

) =
“  *Upto 41 0,000 in an individual action, or the lesser of $500,000 or 1% of the creditor's net’
Re worth in a class action.z\[ . ’ 4 ’ .

«
- ",

\-&
y
I




Sec 2—The Equa! Credit Opportunity Act
Topic 2, Transparency 2 ' +

R 2

| ° ' _CYedit Application

Section A—Informatlon‘Regardmg Apphcant

Full Name (Last, First, Middle): Birthdate: ¢ /

Present Street Address 5 Years there:
~City: - . State: Zip. ‘ '

Social Security No.: ' f ) Driver’§ LicenseNo..___ )

Previous Street Address: Years there: _

City: ' State: Zip: .

Present Employer: ‘ Yearsthere:_____ Telephone:

f’ositiqn or title:_- Name ofsupervisor: )

Employer s Address: i

“Previous Employer: ) ‘ ) : . Years there:

Previous Employer’*s Address: i

Presentnetsalaryorcommission'fB per__" . No.Dependents:: - Ages:

*Alimony, child support, or separate mamtenance income neednotbherevealedifyou do
P not wish to have it considered as a basis for repaying this obligation.

Alimony, child support, separate maintenance received under:
. courtorder J  written agreement 0 oral understanding O

" Other income: $ per . Source(s) of other income: ~

v
A

“Is any income listed in this Section likely to be reduced in the next two years?
O Yes (Explain in detail ona separate sheet) No O

Haveyou everreceived creditfromus?______ When? Office:
Checking Account No.: Institution and Branch:
Savings Account No.: Institution and Branch:
Name of nearest relative .
not living with you: Telephone:

. Relationship: Address:

Section B—Information Regarding Joint Applicant, User, or Other Party

(Same information as requested for Applicant in Section A.) ,

Section C—Marital Status

(Do not complete if this is an application for an individual account)

\

Applicant: " O Married g Separated O Unmarried (ancludang single, divorced, and w.dowed)

. F
Other Party: O Married D Separated a Unmarned (including single, divorced, and widowed) .
. Sectlon D—Asset and Debt lnformatlon

45




Sec. 2—The Equal Credn Opportunity Act
Topic 3

*  Case Study 1

.

Case 1:
John Jones, a recent college graduate, has
accepted a teaching position at Greenstown
High School. John moves to Greenstown and
applies for a car loan at a local bank. He has
never used credit or obtained a loan. The bank
notifies him that it will not approve the Ioan
unless he has a cosigner.

Has the bank denied credit on the basis of
John’s age?

N\

<

. Case 2:

Mr. and Mrs. Fernando were both employed
for over 40 years. They have recently retired
and have a retirement mcome consisting of
pensions, social 'security, and'interest income.
The Fernandos want a “Supertraveler” credit
card to use when they travel to Acapulco next
year, and they apply at the local Supertraveler
office. Their credit application is rejected be-
cause, they are told, they are not employed
and are ineligible for credit-life insurance.
(Credit-life insurance repays credit if the bor-
rower dies.) .

Has the credit card company denied credit on
the basis of Mr. and Mrs. Fernando’s age?

\ '

34

Case 3:

Mrs. Stone recewed a letter from herfmanc;al
institution which included the following state-
ment:

When you opened your account, we ex-
plained why it was necessary totestrict |
the “check-credit” account to persons un-
der 62 years of age. Our records indicate
you'have now reached age 62. We must
ask that you stop writing checks immedi-
ately

The lettet continued, stating Mrs. Stone could
open a new transaction account. however, with-
out the “line of credit”

Has the financial institution denied credit on
the basis of Mrs. Stone’s age?

-




. Sec 2—The Equal Credit Opportunity Act . (
Topic 3, Transparency 3 - ’

® Credit and Age -
| /-
A Creditor Cannot:

1. Deny credit because you have reached a certain age.

2. Deny credit becaDse:’you are not employed if you -have
adequate penston or other retirement incdme.

3. Deny credit because you are not ellgrble for credit-life
insurance, ‘ :

4, Close or change an- account or require yau to reapply
‘because you have reached a certain age or have retired.

A
3

® A Creditor Can:

5. Close or change an account or require you to reapply, if
there’s evidence you are unwrlllng or unable to repay

6. Require more collateral, a larger down payment, or a shorter
repayment perio\o on a loan if you are an elderly person.

35 . e




Sec. 2—The'Equal Credit Opportumty Act
Topic 3 Transparency 4 , . R

Scoring Age*
T o Number of Points
Credit Applicant’s Assigned to
" Age /\)Applicant’s Age —~
15-19yrs. = 0
20-24 yrs. 1
25-29 yrs. . 2
o 30-49 yrs. 3
50-59 yrs. h 3
60-64 yrs. 2
65 yrs. and over o] '
LA othetical “scoring” of‘ ageina c’redit-scorin:;]
~— system prior to the Equal Creqit Opportunity Act. -
N\




Sec. 2—The Equal Credit Opportunity Act
Topic 4

' 3

e ' Case Study 2

.

Case 1

Amy Sweet recently margied. Amy has been.
.employed fer the past five yedrs at the same ©
company She plans to continue working. .

Amy is notified by Good Value Stores that her
individual credit account, which she opened
three years ago, will be closed. She is told that
she’and her husband must reapply for credit
because Good Value requires all married per-
sons to have a joint account.

Did Good Value deny credit on the basis of Ms.

Sweet’s sex or marital status?

Case 2

Joyce Allison is divorced and has two young
children. She takes care of her children during
the day and works evenings as a waitress: Ms.

Allison also recelves alimony and child suppozLJ

from her former husband.

She applies for a car loan at her bank, but her
application is rejected. The bank will only con-
sider earned income, not alimony or child sup-

port payments. Joyce's income as a waitress is

“insufficient” for her to qualify for the loan, so
she is denied credit.

Did the bank deny credit on the basis of Ms.
Allison’s marital status or source of income?

Case 3 . .
Mary McGurran and Maria Garcia owh and
operate a construction company which special-
<izes in remodeling older homes. Both are in
their late twenties and unmarried. They have
run the company sucocesstully for seven years
and have received several loans guaranteed
by the Small Business Administration. When
they call on their bank about a loan to con-
struct a new headquarters, the banker balks.
Mr. Brink, the loan officer, says that without the
SBA guarantee, the bank would never “take a
chance on two'little girls fixing up houses in
their spare time.” The vice-president of th@ bank
apologizes for Mr. Brink’'s comment, but the
loan is denied.

Did the bank deny credit on the basis of Ms.
McGurran’s and Ms. Garcia’s sex or marital *
status?

N
o
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Sec. 2—The Equal Credit Opportunity Act
Tepic 4, Transparency 5

Credit Rights of Women

A Creditor Cannot:

P - &, A=

. . . . = F—
L - o

- 1. Refuse you individuatcredit in your own name.

2. Require a spouse to c03|gn a loan. Any creditworthy person
can be your cosigner if ong is required. - \

3. Ask about your birth control practices or family plans or é;
assume income will be interrupted to hagée children.

4. Consider whether you have a telephone listing in your own
name.

A Creditor Must;.:_

5. Evaluate yov/on the same basis as applicants who are male
or who have a dlfferent marital status.

6. Consnder income from part-time employrnent

7. Consider reliable ahmony, child support, or separate
/maantenance payments

8. Consider payment hlstory on all joint accounts WhtCh
accurately reflects your credit history.

9. Report payment hlstory on an account if you use the account
jointly with your spouse. .

"10.Disregard mformatlorf on accounts ifyou'can prove itdoes
not reflect ybur ablhty or willingness to repay.

Ry




Sec. 2—The Equal Credit Opportunity Act
Topic 4, Transparency 6 -

~_/ !

® ' Freedom of Choice

Theyllknow
I'm divorced... .
Approval may depend on

how reliable the payments
are...

My income will be higher...} "

It may help me qualify
for credit . ..

|

/

Should | Reyeal Child Support Payments?

Ill be liable for
the debt . ..

Failure to repay may
ddmage my credit record.. ..

Itll help me establish
a credit record ...

It may help me obtain
credit in my own name ...




" 8ec 2—The Equal Credt Oppdnuhity Act

Topic 4, Reading 2 {Optional)

A

o,
(A

D

3
In Section 1, we saw that establishing a good, -~
credit history is very important to the creditofs to
whom you apply. The Equal Credit Opportunity
Act was passed partly because credit history was
collected and reported differently for married
women and men. Many credit bureaus would
routinely collect information on the use of joint
accounts in the husband’s name only. As long as
the couple remained married, and the woman did
not want separate credit, this practice usually did
not present problems. If the man died, however,
the woman would find that she had no credit
history, despite years of good bill-paying habits. If
the couple divorced, the man woutd in the
credit history which they establishedt3gether,
and the woman would be forced to start again
building a good credit record. When a woman

Income, she would appear to have no '_
tory. The Equal Credit Opportunity Act 3

The easiest solution to this problem wa
tors to report information on Joint cred
to credit bureaus in the names of bot
Credit bureaus would then establis#
credit records for each spouse. Be
June 1, 1977, creditors and credit b
required by law and regulation to e
these procedures. Over time, there
tem should be corrected to accura
the credit use for each spouse.

accounts
Spouses.
separate
nning on
reaus were
tablish

However, many women continu
accounts issued before June 1877, and con-
tinue to pay on loans existing before June

3

The‘ Prc\rtglem of the Disappearing Credit History

=3

I
|

1977.In order to énsure that the credit history
on t‘hese accounts is not lost, those women
probably need to take some affirmative action.
The first step is for a woman simply to review
information currently on file at her local credit
bureau to determine the extent of the problem.
If her credit history is incomplete, she should:

1. Contact creditors not inciuded in her file
and ask that they begin reporting informa-
tion in both spouses’ names, or

2. Tell the credit bureau that the file is incom-
plete and provide' them with names of the
missing creditors.

These steps-should be taken prior to the time
a woman applies for credit iIn her own name.
When a woman does apply for credit, the credi-
tor must look at all accounts or loans she has™
used or has cosigned, if the information is avail-
able. If requested, the creditor may disre-

gard bad accounts which appear in a woman’s
credit history if she cgn show she never used
or was not responsible for these accounts. A
woman can also request that a creditor con-
sider an accoupt which doesn't appear in her
credit history, if'she can prove’it accurately
reflects her creditworthiness.

Consumers who have yet to establish credit
will now automatically be given the credit his-
tory for accounts which they and their spouses
will use or for which they will be liable. This
protection is very recent, however. Other con- .
sumers may need to take specific actionto
ensure that their credit histories accurately re-
flect their use of credit.

E |
oo
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Ask the creditor if you can Apply to another creditor

What If You're Denied Credit?

You believe the reason(s).”
for denial are valid.

You receive written notifi-
cation that credit has
Peen denied and the
reasons for denial.*

You are not sure if the
reason for denial is valid
or invalid.

Ask the creditor to clarify

" the reason for denial.

Notify the federal enforce-
ment agencywhosename

you were given.

The feder

l_

enforcement -

. agency will investigate
and report back to you.

8

Take steps toimprove

provide additionalinforma- whose standards may be your creditworthiness (ie.,
tion.or arrange alternative different.

credit terms.

increase income, reduce

spending, pay bills on
time) and reapply.

*I? a creditor receives no more than 150 applications during & calendar year, the disclosures may be oral.

. .

A

A

N

You believe the reasonfor
credit denial is invalid,and
the creditor has discrimi-
nated against you. -

Hire a private attorney to
file suit against the
creditor.

If the court finds discrimi- -

nation, the creditor must
pay you actual damages
plus punitive damages.

veyD moj4 ‘G oido]
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. Sec. 2—The Equal Credit Obp rtunity Act " . '}%/p ‘ ) o,

Topic 5 = L, it . .
. 9 . r .
. *  EMPLOYEES' CREDIT UNION - .
: . ’ ~ 123 Elm Street . ,
@ .-Goodtown,US A"~ B ., . ,
- >
‘ o . 876:543% .
’ Statement of Credit Denial, Ferminationor Change Dat d
. ate
. Apphicant’s Name . Address w N -
Gt O Bortower 452 Sao -Sticer ™
Description of akfount, transaction or requested cred/t
7
. &
!
! A CARS L2 L G et e e e U U et ereean s
Sy
Description of adv . IS
1 W / -
e e Rl N et S feegeeee wueeesains a seises seensasemenstmaeenas eeeeoeereeeeeineee
’ #
-
v £
5
' Principal Reason(s) for Adverse Action Concerning Credit
Al
& .
\
« " ’ B
2 O Credit application incomplete O Unable to verify residence. N
0 Insufficient credit references , . ’ 1 O No credit file.
O Unable 40 venify-credy referénces O insufficient credit file. i
O Length of employment , O Delinquent credit obhigations
O Temporary or irregular employment = O Garnishment, attachment, foreciosure, repossession, or suit.
. O Unabie to verify employment . ) .0 Bankruptcy
L':X K Insufficient income. -, ¢ ’ "“B) inadequate collateral . u ‘ :
DO Excessive obligatidns ) P ' O We do'ot grant credit to any applicant gn the terms and 57‘_‘
O Unable to verify incom : eonditions you request. -
2 ‘D Too shart a period of fesidence : ) - h !
d O TYemporary residence. . - :
O «Otherspecify ... ... ; R S B SRR, A et e
- B - . 1
v , .
» -
- 3 ra =
<« R ¥
f * i
. N , .
3 Disclosure of Use of Information Obtained From an Outside Source
" . ) .
H Disclosure inapplicable. * ® , )
. Oinformation obtained in a report from a consuimer repqriing agency .
N - 8,8 F Y .
-4 ' . \
Name: RS : - %
— - ¥ 3
¥ Address .
J . 7 . )’
-~ € +
" Phone: f * :
\ N . )
o " ~

" DInfofmatiori obtaiped from a
have the right tom

side soufce other than a consumer reporting ageney Under the Fair Gredit Reporting Act, you
ten request, within 60 days of receipt of this notrce, for disclosure of the nature of-the adverse information,

- r
- - I
1 .

4The Federal Equal Credit Opportunity Act prohibit creditors from discriminating against credit appticants on the basis of race, color,
religron, national origin, sex, marital status, age (proyiding that the applicant has the capacity to enter into a binding contract}, be-
ause a_fl o%rt of the applicant’s income derives from any public assistance program, or because the applicant has in good faith
Merc:sed any right under the Consumer Credit Protection Act The Federal Agency that administors compliance with this law con-
cerning this creditor 1s the Federal Tradg Commission, 55 East Monroe Street, Suite 1437, Chicagb, Hlinois 60603., &

' N - & . fb
» . : . » o - .
3 ¢ f. LY
. . ' ) . . L.
- R . /
AR AGIE S N X 5= 7
\ - s / ¢ . u' U‘_M . n
' Q ’ - -

Aruitoxt provided by Eic:

ERIC. 3] - S e | .
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Sec. 2—The Equal Credit Opportunity Act ~ + o %

Topic 6, Transparency 7 — : e

- : 9 ~ ~
. g \
A Delicate Balance
) L _ N )
%

Creditor’ /igh't to obtain infor- Consumer’s fearthatinforma-
matio ich may indicate a tion obtained will be used to
consumer’s wiIIingness or _discriminate against him or
ability to repay. ~ her. .=~ l |

| _ B | w

. ™ Under the Equal Credit Opportunijty Act . . .

. A creditor cannot ask a person’s race, rellglon sex
or natlonal origin.

oA credltor Can ask a person’s marital status in some
"y instances and can always ask the number of de-
pendents.

«A consymer has the option to dtsclose monies, re-.
ceived from alimony or child support

+A creditor can always ask an apphcant S age.
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Sec. 2—The Equal Credit Opportunity Act
Topic 6

’ g Case Study 3 ®

A

Y

.

[

Case 1: Before the EquyCredit
Opportunity Act )
Frank Thompson, a retired businessman, de-
cided to purchase a new car on sale for $9,000.
He applied for a loan at his local bank. Three
weeks later he was notified that his application
had been rejected. He called the bank to find
out why his loan application was not approved
and was told he did not qualify for the loan.

Frank applied to another creditor and again
was turned down. At this point, he sold some
shares of stock and cashed in some bonds so
he could pay cash for the car. Since he had,
first applied for a loan, the sale price was no
longer good, and he had te pay $10,000.

. 1. What costs did Mr. Thompson incur as a

result of being denied credit?

2. Assuming Mr. Thompson would have repaid
the loan, what costs did the bank incur as a
result of denying him credit?

Case 2: After'the Equal Credit / \
Opportunity Act ‘

Frank Thompson applied foran automobdé joan

. at his bank. He planned to purchase a $9,000

car with a down payment of $1,500. Ten days
after he submitted his application, he was noti-
fied in writing that the loan was not approved.
The notjce included a statement of. his nights
under the Equal Credit Opportunity Act. Exer-
cising those rights, Frank wrote to the bank re-

questing the reason for his being denied credit.
r L

" The bank answered his letter promptly téling

him that he had not been granted the loan
because of “insufficient income.” Frank ques-
tioned this because, in addition to his pension,
he received socjal security payments and in-
terest and dividend income. He called the bank
to arrange a meeting to discuss the situation.
That week he met with the loan officer and
presented evidence of his additional income.
The loan officer realized the bank had not con-
sidered all his income sources. He would qualify
for a loan; however, they would require a larger
down payment—5$2,500~to reduce the month-
ly p’ayment amount.

1. What costs did Mr. Thompson incur by ex-
ercising his rights under the Equal Oppor-
tunity Acf’?

[

-

2. What costs'did the bank incur in complying
with the provisions of the Equal Credit Oppor-
tunity Act?
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. Until 1969, credit reporting was: very much a

“mystery” to most consumers. Some consumers
- ere unaware that reports on their bill-paying
habits even existed. Even if they did knoyw, they
+ could only guessat what informatiorrwas in such
areport.For the majority of consumers who had
“accurate and favorable credit réports, this wasn’t
‘aproblem. But forasignificant number of persons,
the information was wrong and could result in
being demed credit—or even employment' In
< this section, students will learn what'a credit
report is and how creditors use the information
contained' in reports to make credit decisions.
Usmg cse studies, readings,-and flow charts,
« ‘students will learn what to do-if they believe
credit has been denied on the basis of an inaccu-

_rate credit reporf S

I’Credlt bureaus collect per- and add ess of the credit
sonal and employnient data bureau which provided the
on consumers and maintain information.

records*of how consumers

use and repay credit. 4. Upon request, credit bureaus

must tell consumers the gen-
eral substance and nature of
information contained in
,kgeir credit files,

2. Credit bureaus and mnvesti-
gative agencies provide up-
to-date information, needed
by ¢reditors, employers, and
insurersto make sound busi-

. hess decisions,

5. Consumers have the right to
dispute information in their
credit reports. Credit bu-

. Consumers who are denied reaus must remvestigate dis-

credit an thebasis of informa- puted ~information, delete
tion contained in a credit information that cannot be
report must bé told the name verified, and correct errors.

Al

TODIC 1—Understand|ng Your
Credit Report

Objective. Srudent will know why credit bureaus ‘exist and
how they benefit both cfeditors and Consumers.
- In a simulation, students will make “credit deci- -
sions” based ,on lnformatlon In a crednt report.

Materials Needed:

&eading 1—"WhatIs a Credit Bureau?” y
Sample Credit Report

“Understanding Your Credit Report”

Transparency 1—"Manner of Payment”
Simulation—"Would You Grant Credit?”

Directions:
1 Wnte “credit bureau un the chalkboard Ask students if they
* know what a credit bureau is and what it does Write their
responses on the chalkboard or poster paper., (This exercise
may reveal misconceptions students have abuut the func-
fions of credit bureaus.) .

[

Distribute and assign Reading 1. Discuss the reading, ensur-
Ing that students can answer correctly the questions pused at
* the beginning of each paragraph Define and .
discuss the terms “credit file,” "credlt\report " “credit

record,” “credit rating,” etc,, as needed

3. Distribute the sample credit report and “Understanding Your
Credit Report” to students. As a class, interpret the informa-
tion in Mr. Consumer’s report using the explanations for
various sections of the credit report

4 Usmg Transparency 1, explain how indwidual credit ac-

2~  counts are "rated” by credit bureaus. Stress that this rating 1s

based only on data recerved from creditors who have had
actual experiences with borrowers These numerical ratings
du nout individually, or in combination, represeat a consum-
¢r’s credit rating Users of credit repurts may or may not
assign to a consumer a credit rating based on information
obtained from a credit report as well as other sources

w

Using the sample credit report and “Understanding Your
Credit Repont,” conduct the simulation as follows Divide the
class into small groups of four tu five students, giving cach
group the simulatiun, "Would You Grant Credit?” As a class,
read the simulation directions You may want to review with
students the “3 Cs of Credit” (Section 2, Topic 1, Transpar-
ency 1) before thev make their credit decistons Tell stu-

-
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dents you will ask each group later what its dLlelun was and
what information in the credit report influenced its deasion

(Note It's possible that groups or students within a group
will not agree on whether Mr Consumer should be granted
credit Such disagreement reflects what may happen in real-
Iite situations The credit granting standards ot different credh-
tors vary An apphcant may indeed be granted credit by one
*creditor and dented credit by another )

12

Topic 2—The Fawr Credit
Reporting Act

Obyjective Student will know how a consumer can learn
what information creditors, emplovers, and -
surers recelve from a credit bureau and how
credit report errors can be corrected Student
will know when “adveme” information must be
deleted from a consumer's credit file

Matenals Needed. . '

Reading 2—"Consumers Testih on Credit Report Errors” 3
Reading 3—"Your Farr Credt chortmg Rights”
Transparency 2— ‘Who Has the Stronger Interest®”

&

Directions:
1 In Sections 1 and 2, students learned how important it 1s for
a consumer to establish credit in his her own name ltis

equally impurtant that the agencies cllecting and main-
taining credit and uther data have accurate information As
credit use increased and the credit process became compu-
terized, the potential for credit reporting errors also in-
creased Assign students all or part of Reading 2 which 1s
based on testimony concerning alleged credit and employ-
ment problems of a few consumers prior to 1968 Ask
individual students to identify specific problems the consum-
ers testifying had expertenced as a result of not being able to
verify or dispute credit information

The Fair Credit Reporting Act, passed by Congress in 1968,
gave consumers the right to know what specific information

*credit bureaus were providing to potential creditors, em-

plovers, and msurers Under the Fair Credit Reporting Act, if
credit 1s denied on the basis of information 1n a ¢redit report,
the applicant has to be told the name, address, and phone

number of the credit bureau providing the information Gne
each student Reading 3, which summanzes the provisions of

&5 'v:{he Act As a class, read and discuss the rights and responsi-

Ailities of consumers, credit bureaus, and report users

Sh(m Transparvnu This tmnspartnu deals with the
1ssue of a consumer’s right to “start over” after having had
credit problems The Fair Credit Reporting Act allows most
adverse informabion to remain i a person’s tile for onls
seven vears Point out to students, however, that even seven
vears 15 a long time to have it retu:gﬂcd that vou tailed to pay
abill’ A

e ad

Vocabulary |

Information in a credit report which
1 . indicates a consumer may be unable
i . /or unwilling to repay credit.

Adverse Information

Bankruptcy, A legal action in which most of a

| consumer’s debts are discharged and

assets (except for certain protected

° . - assets) are divided among creditors.

Credit Bureau A firm which collects and provides to

creditors, employers, and insurers in-

Investigative Report

. tigativ i
LU ommion on Fow cromersuse  [eSEte A fm which ey collecs g
' . credit as well as other personal and ) provices Intormati
i ' conisumer’s character, reputation, per-
. finandial data, . .
‘ ; . sonal habits, and life-style.
Credit File All the information a consumer re- . ) N T
porting agency hasin its records on a Qutside Source . Any person or organization which
particular consumer. . @ provides information to a creditor on
- - i . . i , aconsumer butis nota credit bureau
Credit Rating A consumer’s relative creditworthi- ) or investigative reporting agency;
s nessas determined by a creditog based - **  e.g,adepartment store reporting its
. » on information obtained from the ) own experience to anéther creditor.
) credit report, credit application, and . . .
: [Fepo PP Statement A statement included in a credit or
interview. h . .. .
‘ of Dispute investigative report in which a con-
Credit Report A written, oral, or'other communica- sumer explains why he/she beheves
tionfroma creditbureautoacreditor, information in a report 1s inaccurate.
employer, or insurer concerning a . \ . .
o nguri,\ ers crel distuhisl; o & Vahd Business A credit, employment, insurance, or
, . 24 Purpose | licensing decision or other bona fide
ConsumerReporting  Any firm which regularly collectsand reason for needing information con-
Agency provides to others information on .., ) tained in a credit report.
[V L)

consufmers’ bill-paying habits includ-
ing credit bureaus, investigative agen-
cies-and some creditors.

A report on a consumer which con-
tains information on the individual's
character, reputation, personal habits,
and life-style obtained through inter-
views with nelghbors friends, and
associates.

ERIC———
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Topic

3—(Correcting Credit
Report Errors

N

Objgetii?e: Student will knuw how, consumers can leamn

what information 1s in their cred files. In a role-
playing activity, students take steps to venfy and
correct credit report information.

éMatenals Needed:
Flow Chart 1—"What If Your Credit Report Is Wrong”’
Case Study
Directions: ‘ L

1. To help ensure the accuracy of credit Teports, the Fair Credit

ERIC

Aruitoxt provided by Eic:

Reporting Act gives consumers the right to know what
information is in their credit reports. A consumer may check
to see 1if information is correct at any time, but a credit
bureau may charge a fee for this service. If a consumer is
denied credit on the basis of information in a credit report,
he she may check to see if the information 1s accurate.
Under these arcumstances, a credit bur€au cannot charge a
consumer for revealing the contents uf a repurt. Distnibute
Flow-Chart 1 to students. As a class, read and discuss what a
consumer may da if he/she is denied credit on the basis of
information 1n a credit report

-

. Assign students the Case Study .Andividually, or v groups,

ask students to read each case and answer the questions that
follow about the consumer’s credit nghts. When students
have firushed the assignment, discuss their responses. [See
“Answer Key."]

. Write the following role descriptions on the chalkboard and

select students to assume each of the roles listed.
Hand-Crafted Furniture, creditor
John Jacobson, consumer
Mrs. Green, interviewer for Small Town Credit Bureau
Credit Manager, All Goods Department Store

Explain the situation to students:

“John Jacobsoti applhed for credit at Hand-Crafted Furniture
His application was rejected because of adverse information
In a credit report provided by Small Town Credit Bureau.
He doesn't know what information 1n his credit report could
justify the action, so he arranges to have an interview at the
Small Town Credit Bureau. Mrs. Green, the interviewer, tells
him his file indicates that a television set was repossessed by
All Goods Department Store Mr. Jacobson explains that he
did purchase a television at All Goods, but he paid cash

Ask the students who will play the roles of the creditor,
consumer, credit buréau interviewer, and credit manager to
interact in an attempt to solve Mr Jacobson’s credit problem
Other students will be “observers “ Ask the observers to
make a hist of the steps taken by each of the parties involved
to resolve the problem. [See “Answer Key.”]

. As a follow-up to the role play, ask “observers” to list errthe

chalkboard each step taken by the role players to solvg'Mr
Jacubsuny's prublem Then ask the ubservers tu waluasg,h
Mr. Jacubson, the credit bureau, and the crediturs handled
the situation. (Did anyone fail tu du something he, she
should have done? Did anyone violate the law?) [Refer to
Topic 2, Reading 3—"Your Fair Crcdlt Reporting Rights ]

»

Topic 4—What Is an Investigative’

Report?

Objective. Student will know what ty pes of infurmation are

collected by investigative reporting agencies and
the sources of their information Student will be
able to idenbfy the speaal protections consumers
have under the Fair Credit Reporting Act when
an investigative report is ordered by a creditor,
employer, or insurer

Materials Needed: .

‘Reading 4—"Charlie Green and the Mystenous Report”
Reading 5—"Investigative Reporting”

Transparency 3—"I'm Just Making 4 Credit Check”

Flow Chart 2—"What If an [nveshgahve Report Is Ordered?

Directions:

1

no

3

4

Distribute and assign students Reading 4 and the questions
thatfollow the reading. When they have completed the
assignment, discuss students’ answ ers and Charlie Green's
alleged expenences as a result uf the inaccurate inyvestigative
consumer report [See “Answer Key |

Assign students Reading 5, which explains what investiga-
tive agencies do and the special rules regarding the gathering
of investigative infurmatiun- Discuss the reading using the
following questions:

a Do you think the possibility of making reporting errors
is greater for a credit bureau or an investigative agency?

Explain. [The possibility of inaccurate reporting 1s probab-

ly greater fur an investigative agency than a credit bureau.
Its information'ts obtained, in part, by eonducting inter-,
views and may be based on people’s opinions or judg-
ments about an applicant. Information on personal habits
and hfe-styles 15 often difficult to venfy or prove wrong.
Credit bureaus, on the other hand, rely on public record
informatiorr and data routinely obtained from creditors’
payment records, which are easier to verify |

b Do you think inveshgative agencies should reveal the
names of persons providing information for an mnvest-
gative report? [Student’s opinions may vary on this
question, Some sources may be reluctant to give ad-
verse information if their 1denthties wall not remiain confi-
dential. On the other hand, if people know that sources
will be 1dentified, they may be discouraged from giving
false or biased information, and the overall rehability of
investigative-type information might improve.}

(Note: The Fair Credit Reporting Ac does not re-
quire investigative agencies to reveal the names of their
sources )

Shuw Transparency 3 The cartoun raises the question of
whether investigative repurting constitutes an invasion of a
consumer’s privacy As a class, discuss the questions listed

on the transparency [See “Answer Key |

’

. 5
Distribute Flow Chart 2 hsting the nightssand respunsibilities
of (1) investigatin e agenaies, (2) crediturs, employers, and

nsurers who use inveshigative repurts, and (3) cunsumers

who are the subjects of such reports Emphasize that
cunsumers can prevent such investigations frum being made
by withdrawing their applications for cred, insurance, or
employment

460 , : .
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Topic 5—The Economics of the
Fair Credit Reporting Act

Objective' Student can identify the economic costs to credit
bureaus and creditors of inaccurate credit reports
and explain how they provide incentives for fair
and accurate reporting. Student will be aware of
the compliance costs of the Fair Credit Reporting

+ Act and can state how these costs may be shufted
to credit report users and consumers

Materials Needed: .
Transparency 4—"Confidential but Zcessible”
Transparency 5—"Shifting Regulatory Costs”

Directions:

1 Before passage of the'Fair Credit Reporting Ad,, credit and
investigative information was considered strictly “confiden-
tal” and consumers could not learn the nature and substance
of such information ‘An individual or a firm, however, could
legally obtain a consurfier’s report even if the information
was not needed for a legiimate business purpose. Under the
Adt, consumers not only are protected agamst unauthorized
use of information, but they may learn the contents of
reports provided to potenta] creditors, employers, and in-
surers Use Transparency 4 to discuss how the Fair Credit
Reporting A& Provides for both the confidentiality and
accessibility of consumer information

2 Prior to the Act, errors in credit and investigative reports
#usually were not 1dentified, and, thus, were’s seldom corrected.

Because of this, reporting agencies incurred no additional
costs when they provided maccurate or incomplete informa-
tion to creditors, employers, or insurers. The consumer,
however, who is-denied credit, employment, or insurance
because of an erroneous report may incur actual, and
possibly, psycholaggical costs (embarrassment, frustration,
inconveruence) Users of consumer reporting services also
may incur costs as the result of using inaccurate informatiun
to make important business decisions. Use the questions
below to discuss how the Fair Credit Reporting Act (1)
“shifts” some of these direct costs to the reporting agencies
which prepare reports and (2) provides economic incentives
for fair and accurate consumer reporting,

a. What direct costs does a credit bureau now incur if
information provided to a creditor on a consumer 15 in-
accurate [If a consumer is denied credit on the basis of
the erroneous information, he ‘she may ask the credit
bureau to reyeal the contents of the credit report. This
costs the ¢redit bureau ime and money (wages). In
addition, the credit bureau must reinvestigate, correct, or

"delete such information, and send updated reports to
\:reditors who have received reports during the past six
months. All of these activities increase the credit bureau’s
costs of doing business and may decrease 1ts earnings. In
addition, a crédit bureau may be sued and incur legal
penalties if 1t fails to comply with any of the provisions of
the Fatr Credit Rgporting, Act]

b How can reporting agenaies “avoid the potential costs
of inaccurate reports? [The adminstrative costs of
erroneous reports may be avoided or reduced by taking
steps to ensure that reports are accurate. thoroughly
investigating and venfying information, emphasizing the
importance of preparing accurate reports, and having

Q well-trained staff Legal penalties can be a}yﬁgided by
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complying fullly with the provisions of the Fair Credit
Reporting Act; e g, responding to consumer requests
for information.]

. What direct costs dues a creditor incur when a decision tu
grant or deny credit 1s made un the basis of an naccurate
credit report? [The decision may be wrong, and the credi-
tor may not be repaid, or he, she may deny credit to
a creditworthy applicant The creditor may also incur the
adminstrative Costs of notifying the consumer of the
name of the credit bureau and of his/her nghts to learn
the contents of the report, processing an application that
later is rejected because of inaccurate information 1n a

- credit report, and processing an application a second

time after an updated or corrected report 1s recerved ]

[

d Pnor to the Adt, neither creditors nor consumers knew
when a credit report contained errors or was incomplete
Explain how consumers having aceess to the infor-
mation in their reports and creditors receiving corrected
reports help encourage fair and accurate credit reporting,
[Creditors may learn that infysmation “purchased” from a
reporting agency was wrong or incumplete Because they,
too, may incur administrative and other costs as a result
of erreneous reports, creditors might not want to use
the services of a credit bureau that.does not provide ac-
curate and complete information. Consequently, credit
bureaus risk losing business if cunsumer information 1s
disputed and found to be in error too often]

3 Ask students to list some “compliance costs’ incurred by
credit bureaus, investigative agencies, creditors, and other
users of consumer reporting services as a result of the Fair
Credit Reporting Act. (Explain that comphance, or regu-
latory, costs are incurred whether ar not credit reports are
accurate. They are unavoidable costs of doing business.)
[Credit bureaus may have to reinvestigate disputed informa-
tion that 1s “true.” They also may have to help consumers
write “statements of dispute” and include them in future
reports. Investigative agencies may have to provide ad-
ditional information about investigations. Credstors must
provide the names, etc, of crecit bureaus to consumers who

.are denied credit because of information 1n a credit report.
Creditors, employers, and insurers must notify consumers
when an investigative report 1s ordered and inform them of
their nght to learn more about the investigation ]

4 The costs of government regulation of credit and investiga-

tive repurting are not necessanly borne only by the reporting
agenaes and users of reporting services Administrative ’
custs and legal costs Incurred by complying with the law and

by consumers exercising their legal nghts may be ‘shifted’

tu another party. Use Ttansparency 5 to discuss how credit N
bureaus and investigatiy e agencies may shaft costs tu creditors
who, in turn, may shuft costs to consumers

(iNote' In Topics 2-4 of this section, students learmed about
their nghts with regard to consumer reporting and how to
exercise these nghts This topic attempts to show students
that these protections are not “free ” There are costs asso-
ciated with exercising one’s nghts under the Act—trans-
purtation, time away frum wurk, secking legal advice—as
well as regulatory costs which may be passed un tu con-
sumers in the form of increased credit costs, higher prices,
or the reduced availability of credit)
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Answer Key

Pretest

~

I L~ Creditburcausare pl('n‘m

- firmswhich cullect and distrib-
ute tuthewr customers intorma-
tion on huw wonsumers use
credit B well as other financial
data

F i~ A credit report cuntains
data on the actual experiences
of creditors with a particular
consumer— the  type  and
amount uf credit used and the
pavment history ot the ac-
count (Have bidls been pad
on time? Has a 'oan chrc—
paid as agreed?)

['u~ Creditburcausonly pro-
vude data un a wonsumer’s ca-
pauity to pay, collateral, and
ill-paving habits Thes donot
rate-a consumer as a good or
bad credit nsh

i »'\Ilhuugl; credit repurts
contain only financialand pub-
hi¢ record inturmation, ins esti-
gative consumer repurts may
include inturmation about a
person’s habits and hfe-styles
obtained through interviews
with nesghbors and associates
Faise Onh a person or organi-
zation making a credit, em-
plovment, or insurance dec-
stont or needing information
tor anothersalid business pur-
pouse may obtain a copsumer’s
credit report

Irnee Creditors, employ ees, and
insurers have the right to order

and usg s estigativ e reports
)

T -, -~ - Ty - =
Foo - 2 Caze S,

Case 1

to evaluate apphcants [t they
wish, tu present such reports
trom bejng made, consumers
wan withdraw applications tor
credit, employment, or insur-
ance.

Fualse Cunsumers are given a
hanceto"start over “Adverse
information  contained In a
Jredit report must be deleted
after seven yeary Barkruptoy
information, how'ever, can be
reported tor 10 vears

Fals«« Cunsumers can arrange
with credit bureaus tu learn
the contents uf ther credit files
Itthey have been detued credat,
consumers must recen e this
intormation tree uf charge
Fusc 1t a consumer believes
his her cfedit report contains
an errur, itisthe credit bureau s
responsibility to remny estigate
the disputed infurmation Ifthe
burcau cannutvenify theinfor-
mation, the burcau must delete
it '

T Credtors can reduceloss-
es due to consumers not pav-

ing by granting credit only to”

persons who are good credit

" nsks Thiskeeps downthe cost

of credit tu consumers Alsu,
creditworthy persons may be
granted creditina more timely
manner when creditors have
access to complete and aceu-
rate credit intormation

I She was probably demed credit because of insufficient credst ex-
pericney
Atter she moved, Ms Carson mav have taken action to see if
nformation about her past credit use was included i her file at
Anvtown Credit Bureau She mav have been required to pay a
small fee to “check” on her credit file, but then she'd be sure
eversthing was in order before applving for credit in her new place
of residence

Case 2 ) :

I Yes Itis required only to reiny estigate the disputed information |,
upon reinvestigation the information 1< found to be correct the
credit bureau does not have to delete or change the information in
its file
Fhing a “statement ot dispute” does not ensure that Mr Brown wall
be granted credt But, now each creditor who recenes the report
will know he disputes the information and why 1t 1« the individual
creditor svho must deade whether or not to grant credst dv}nte the
unpaid bl

D R :

-
N

N )
Mr Jacobson first will have to dispute the informatiiy, Fhe crednt
ureau must reinvestigate—call All Goods to iind out of Mr Jacobson

A
)

. \

did, indeed, pay cash for his telesision set The student who plays the _
role of the credit manager at All Goods must check to'see if the store
made an error (All Goods may have recorded the television reposses-
sion under the wrong name or recorded a “repossesion” instead of
somg other activity occurning on Jacobson’s accounit) All Goods and -
the credit bureau must then corfect their records The credit bureau
must tell Mr Jacobson ot his night to have corrected reports sent to
reapients of the erroneous report I Mr Jacobson wishes, the credit
burcau must send a orrected report tu Hand-Crafted Furniture and
any uther creditors who recenved a report within the past six munths

Topic 4 Reading 4 :

1 Charlic hadtrouble finding and keeping a job, financial problems
due to unempluy ment and underemploy mient, and lack ot promo-
tional vpportunities, frustration at not knuwing the cause of his
problems and not being able tu do any thing about it His reputation
was damaged, and the intormation also may have atfected his
ability to obtain credit ur insurance
A credit report contains data from routine creditors’ reports on a
cunsumer’s past use uf credit and public record information ‘The
investigative report contained inturmation obtained through per-
sunal inteniews, and 1t included subjective intormation regarding
Charlie’s reputation, hte-style parsonal habits. ete This fpe of
Rformation mav be more dxfhcult%ur impussible to venfy
In Charlic's wase intormation was probabls ubtained trom unreh-
able, biadpd, or vengeful sources” But errors wuld also be made
when the report was wnitten even it the information collected was
accurate Information collected alvo may not have been properly
verified, ¢ g, his discharge from the Army
If a person 15 tedd an investigation ot persunal habits, lite-style, etc,
will be made, he she will be alerted to the pussibility of inaccurate
reporting Alsu, such notification allows the applicant to protect
his her privacy by refusing to allow the investigation to be made or
by withdrawing an apghication for credit, employment, or insur-
ance (The law now requires such notificatiun See “Flow Chart 27)

~

P
RO PGNP

rransparency 2

Question 2 :

Certain information might be relevant tor vne inquirer (and not tor
anuther) Ror example, a hang-ghiding hobby would be important to a
life insurer,*but probably nut important to a creditor making a secured
lvan Cungress apparenth felt that requining agencies to prove their
nfurmatiun was relevant would be unproductive Since investigative
agenues work forinsurers, credifors, etc, their usersN ould only want
information refesant to the inquiry, and the marketplace would
discourage agencies trom collecting irreles ant information
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Sec. 3—The Farr Credit Reporting Act

]

_Pretest

o

Directions: Circle “T” if the statement is true: circle “F” if the statement is false.

/

RS

. Credit bureaus are government agencies which keep recprds on how consu-

mers use credit.
]

&
. A credit report contains information about how different creditors think a &

consumer will handle credit, °

. Credit bureaus actually assign a “credit rating” based on a consumer’s ability

and willingness to repay.

b ~ B >

. Some consumer reports include information on the habits and life-styles of

consumers.

£

AN -
. Acreditreport can be obtained by anyone whowishes to know how aconsumer

handles financial responsibilities. ~ .

- ’

. A consumer may avoid having an invest/‘@on made of his/her habits and life-

style by withdrawing an application forfemployment, insurance, or credit.

¥

. When consumers failto repay credit as agreed, that information remains part of

their credit records forever.

. Because credit information is confidential, consumers can never be told the

contents of their credit files.

r

. A consumer who disputes information contained in a credit report must first

prove that the information is false in order to have it corrected.

¢

. Credit reporting is a service which helps consumers as well as creditors.

<

-
oy

¢
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Sec 3—The Fair Credit Reporting Act
Topic 1,Reading 1 3
¥
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)Nb(at Is a Credit Bureau?*

P 3

What is a credit bureau? -

Credit bureaus are “clearinghouses” for information

about consumers and how they handle their finan-
cial responsibilities“They are private firms which
collect from creditors information on their experi-
gnces with individual borrowers (Are bills paid
on time?) as well as other personal and financial
information (employer, income, savings, debts

., owed). Credit bureaus establish and maintain “cred-
it files™ on consumers who apply for or use indi-
vidual or joint credit. For a fee, credit bureaus will
provide “credit reports” to individuals or business-
es that need such information to, for example,
make decisions to grant or deny credit, employ-
ment, or insurance.

Why do creditors pay credit bureaus for this
information?

In order to make good credit decisions, creditors
need to know as much as possible about a pros-
pective borrower's ability and willingness to repay.
It saves creditors both time and money to use the
services of a credit bureau rather than collect
information themselves. Consumers also are able
to obtain credit more quickly and easily when
creditors have access to the information coliected
by credit bureaus. Today there are over,2,000
credit bureaus located throughout the United
States The majority are small, local companies
servicing towns with populations of 20,000 or less.
There are, however, several large regional bureaus,
and some credit bureaus operate nationwide. The
five largest credit bureaus account for over 150
million individual credrt records, and operations are
computenzed to ypdate information constantly and
to prepare reports within seconds.

* Does a credit bureau have a file on you?

If you ever have applied for credit, you probably
have a “credit file” somewhere. A credif bureau can
use your application to set up a credit file with your
name, address, phone, émployer, income, etc. You
establish a “credit record” or “credit history,” how-
ever, only by using credit. A“good” credit record 5
established only by repaying debts as agreed. To
find out if a credit file exists on you, Jook In the
phonhe book under “Credit Reporting Agencies” for
the names of credit bureaus in your area. If you
have applied for credit or used credit in the past,

*Privacy Protection Study Commission, Personal Privacy in an
Infgrmation Society The Report of the Privacy Protection
Study Commussion. July 1877 pp 55-72

4

one or more of the credit bureaus listed should
have information on you. Call the credit bureaus
listed and ask If they have information onyou. Be
sure to give them any names you use or have used
in the past (birth-given name, combined surname,
etc). If a credit bureau has no information on you, it
can start a file by obtaining personal and empioy-
ment data from you over the phone or in writing.

What types of information do credit files
contain? :

Most of the information contained in credit files 1s.
favorable and helps consumers obtain credit. infor-
mation about loans and credit bills that have been
paid as agreed and information on earnings, other
income, and assets help creditors determine quickly
the'creditworthiness of applicants. However, credit
bureaus also collect information on unpaid bills,
defaults, repossessions, unpaid taxes or judgments,
bankruptctes, and criminal records; Such informa-*
tion may indicate that a consumer is a bad credit
nsk, and a creditor can use 1t as a basis for denying
credit.

What are some of the sources of credit
information?

A major source of information are creditors, who
regularly provide information to credit bureaus on
their active credit accounts. In addition, information
is obtained from other credit bureaus, employers,
landlords, references listed by consumers on cretht
applications, public records, and debt collection
agencies Legal records, particularly ones pertain-
ing to suits and judgments, bankruptcies, arrests*
and convictions, divorces, and property transactions,
are the most significant public record sources for a
credit bureau’s fdes.‘u\ g

Do credit bureaus assign you a

“credit rating”?

The function of a credit bureau is to collect and
maintain mfgrmat:on on how consumers use credit.
They do not*evaluate the creditworthiness of indi-
vidual consumers Credit bureaus do, however,
‘rate” indvidual accounts depending on how they've
been paid or the “manner of payment” A rating of
“1" means an account has been paid within 30
days of billing or as agreed Creditors and others

‘who use credit reports may or may not assign

credit ratings based on information obtained from
credit reports, as welkas from credit applications
and interviews.

— .
2
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%ec. 3—The Farr Credit Reporting Act

Topic 1 & -
%“f,
e
— . ) ~
Samfgle Credit Repo .
REPORTING BUREAU NFIDENTIAL CREDIMATIC REPORT TYPE
CREDIT BUREAU SERVICES OF MINNESOTA SPECIAL REPOR! INDIVIDUAL INQUIRY
300 MIDWEST BUILDING _
ST PAUL» MN’55101 BUREAU NUMBER OATE RECEWVED JOATE 1SSUED '
00 . ?0--9208465 10/31/80 | 10/31/80
INQUIRER . K DATE THADE CLEARED DATE EP VER (MO YRS [ 3
18-89-2 SEE BELOW | 10/80 x[” |”
CONSUMER RELATION DEPT THIS INFORMATION THE COMPLETE ACCLRACY BF WHICH 1S NOT GUARANTEED
S BEEN 0B ED FROM REULIABLE SOURCES AND IS F SHEQ PURSUANT
300 HI D“EST BLDG :’j THE ’!‘ERMLM(;‘F APPLICABLE ALALW' THE RECIA:ENY AG“:E:‘S MKO INMMP:FV
ST PQULA&HN 55101 . REPORTING BURE AU FOR ANY DAMAGE ARISING FROM MISUSE OF THIS INFGRMATION
% 000
ézﬁ‘ ,;’ FILE SINCE (MO YR) COMPUTER 10 NO SOCIAL SECURITY KO
SUBJECT 11/79 18-2302708% 999~-99-9999
SPOUSE S NAME
CONSUMERs CHARLES EDGARs SR. . _ MARY
CURRENT ADDRESS - R i
65 MAINs ST PAUL» MN 55101 §08/80 %
COMPLETE TO HERE FOR TRADE REPORT AND SKiP TO CREDIT HISTORY .
PRESENT EMPLOYER _|POSITION HELD SINCE (MO YR} [MONTHLY INCOME _
___ TEXAS INSTRUMENTS SYSTEMS ANALYST 01/77 $ 29500
COMPLETE 7O HERE FOBRMPLOYMENT AND TRADE REPORT AND SKIP TO CREDIT HISTORY .
DATE OF BIRTH (MO YR NUMBER OF DEPENDENTS™
01 /33 INCLUDING SE|F == 4 m OWNS OR BUYING HOME H RENTS HOME
FORMER AODRESS - T T FROM (MO -YR)  [TO (MO-YR) .
657 ELMs ST PAULsMN . 06/79 08/80
FORMER EMPLOYER POSITION HELD FOM 0 YRy | 10 o var  |MONTHLY INCOME
___CITY DEVELOPMENT -VER 10/80 | RESEARCH ANAL 04/75(12/76 |s 19500
SPOUSE 'S EMPLOYER T POSITION HELD SINCE (MO -YR) MONTHLY INCOME
- * $

CREDIT HISTORY

T DATE oATE r___&x&SM%_ HISTORKAL STAT TYPE TERMS
T XIND OF BUSINESS AND 1D CODE ] i vive <o v PASTOLE ugs |—TME> PAST DUE

Z BALAMCE CURRENT STATUS

ATTN

g i OPENED | custoutn | CREDIT OWING wount | 293 rev | 30/60/00+ (MOP)

1 PENNEY J C 04/80M 08/77 09/78 489 345 345 - -- -— -— —-- R$78-9 X
D--18------ 414123456789 RMKS- UOLUNTARY RETURN ¢ '
COMMENT-CHARGED TO P3L

1 NORTHWE NATL 04/80M .- - 1800 1300 00 0 0S5 00/00/00 1$100-1
BB-18----4701#987454321 ,

1 SEARS ROEBUCK  04/80M -  09/78 700 450 --- - 12 03/02/00 R$18-3 X
D--18------ 324123456789

1 AMER NATL BK 04/80M 01/79 LOW-4 CHECKING
BB-18----470084567 w

PUBLIC RECORD--12/76s; JUDGHMENTs $12022, x

PAID» OTHER PARTY-CONSUMER FINANCE -
ST PAULs MN
PUBLIC RECORD--04/74, \ BANKRUPTCY - X
. IN OPERATION, A\

. - COURT- 3232,ST PAUL» MN

MISCELLANEOQOUS INFORMATION--11/79,
TEST FILE DO NOT REPORT ‘

N
REPT FROM MEMPHIS, TN 90--00021486 ON 046/25/79s FILE 08/72y REV 11/19/79

CONTINUED NEXT PAGE “
—— e — —

COMPUTER FORM 2000 C T " PLEASE SEE REVERSE SIDE FOR EXPLANATORY CODES
Reprinted with permission of Credit Bureau Services of Minnesota \ - _
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Sec 3--The Farr Credit Reporting Act . A .

Topic 1 . 5 ’ ~
/ \\ :

o,

Understanding Your Credit Report

The follov&mg is an explanation of the jtems contained in the various sectuoa\s of aconsumer credit report
i’\ . ) .
]

The “File Since” date shows the date your record first became a part of this bureau’s files.

Identification Section:

If a date is in the block following the é:urrent address, this would indicate the earliest known date you had hved -

there The rest of the Identification Section 1s self-explanatory. “
) . I _ CREDITHISTORY - ‘ -
Z KIND OF BUSINESS AND 1D LODE ]' “‘%3'5:’“’? 02:,220 [ ,ggﬁu ’1’2;‘5,5,' zALANC:RLU” SY:AISVSWE - HO:'S‘O?“E‘E\; gi%r cu:\:\ar"snrﬁus =
i : ey whiion | | o [ wouws [ | V| soreorgor | wen ]
A B (O D E F G H N | K

Credit History Section:

This section confams the bulk of alicredit information contained ina creditrecord The following outlines the types of
information you may find in your report (not all tems hsted_are in every report)

1 Trade Information—each item reported will be listed in separate columns, as illustrated above. The following

explanation will assist you in understanding your credit trade history.

Account designation is explained on the reverse side of your report under “Account Designation Codes °

Firm name lists the business reporting your account information to us.

Date the report was given to Credit Bureau Services by the merchant

The date your account opened with the chant,

The date of last activity on that account, if present (e, last charge date, etc.).

Highest balance you have had with the merchant. ‘

Current balance owing as of date merchant reported to us.

Doliar amount and number of payments past due, if any.

Number of months the credit history was b&ing reviewed.

If your account has ever been 30, 60, or 90 days past due, the number.of times will appear under the

appropriate column. :

K MOP (Manner of Payment) This will be identified first by the type of account (I-instaliment, R-revolving,
O-open account) Secondly by your current monthly payment amount, if any, and finally by an identifying
numbefOthru 9 indicating yourcurrent credit status, as of the date reported See reverse side of your report
under “Common Linguage for Consumer Credit” for further explanation of each code

C—TOTMMOOW>

2 Bank Accounts—either checking or savings account(s), showing the bank's name, date reported to us, the date
opened, and the average balance of the account. Examples of average balance
LOW 2-810to $30 MED 2-$30 to $70 H! 2-$70 to $99
LOW 3-8100 to $300 MED 3-$300 to $700 HI 3-$700 to $999 .
LOW 4-81000 to $3000 etc. T

3 Public Record Items—only tems of public record that are interpreted as having an effect on an individual’s ability
orresponsibility to pay their debts, such as bankruptcy, judgments, tax hiens, divorces, etc Most of the information
contained in a public record item i1s self-explanatory. such as the date of disposition, other party involved, dollar”
amount (if any), etc . X ’

4 Out-of-Town Report—credit history information reported to us by another credit bureau, usually from an area
where you previously resided. It tells where the report came from, when itwas reporfedto us, how long{hat bureau
had a file on you, and when the report was last revised (updated). Any trade lines contained in the out-of-town
report will show a “kind of business” classification rather than the merchant's name, these classifications are
explained on the reverse side of your credut\report.

‘ 5 Inquiries Made on Subject—this lists a\py firms who have inqyired with us and received information from your

report For example, if you applied for a charge account at Joe's Jewelry, they would call us for a report on you
This would constitute an “inquiry,”

Reprinted with. permission of Credit Bureau Services of Minnesota
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e Manner of Payment
a
Numerical ’
Rating . : \ W
0 Too new to rate; approved but not used: unrated
. ~— .
1 Pays (or paid) within 30 days of billing; pays account as agreed
2 Pays (or paid) in more than 30 days, but net more
than 60 days, or not more than one payment ﬁ)ast due
3 - - Pays (dr paid) in more than 60 days, but not more.
than 90 days, or two payments past due \L
4 Pays (or-paid) in more than 90 days, but nof more
‘ than 120 days, or three or more payments past due
5 Account is at least 120 days overdue but is not yet rated “9”
7 Making regular payments under Wage Earner Plan
or similar agreement
’ 8 Repossessmn (Indicate if it is a voluntary return of
merchandlse by the consumer.)
‘l e

9 - Bad debt; placed for collection; skip

i
! #
¥
14

/.

4

}
Reprinted with permission of Credit Bureau Services of Minnesota
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. 'Sec 3—The Fair Credit Reporting Act
Topic 1, Simulation

. ‘ | Would You Grant Credit? -

-

LY

Directions: Assume you are a loan officer at American National Bank. Mr. Charles E. Con-
sumer, who currently has a checking account at your bank, has applied fora
$5,000 automobile loan to be repaid in 36 months at an interest rate of 16% per
‘vear. On the basis of the “three Cs of credit” (character, collateral, capacity to pay)
and using the credit report on Mr. Consumer, decide whether to grant or deny this

“loan. Please list specific information appearing on the credit reporf which helped
you make your decision. Be prepared to explain why you took the action you did~
. on his application. .

¢

Action taken on loan application: Approved / Rejécted

Information from the credut report which helped you make your credit decisi:on:

1. _ 4,
2 5.
l
\ \ - ] 1
3

€8
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_— /Sec 3—Tt;we Fair Credtt Reporting Act
/Topic 2, Reading?2

“

.. ,‘ , . N
@) .o  Consumers Testify on
« ’ | e | i ¥ . : - N
" -'Consumer Testimony 1 .o

Several times tha*/e tried to buy various items
. on €redit. The salespeople were very courteous
to me until the credit report was in their hands.
. They told me very bluntly that they would sell
nothing to me on credit under any circum-
stances. They gave me no explanations for
<. their decision. '

O

~After several such experiences | finally threat-
ened.legal action. One store told me that a
credit report showed | had filed bankruptcy and
since that filing had several legal judgments

* against me. They did not believe my explana-

- tion that the information was false.

- I went to the credit bureau to try to see this
erroneous report that was being-circulated
with my hame on as told | could not see
the report becatse it was confidential. ~ =

© | spoke to several attorneys, and they said
there was no lgal action | could take. | spoke .
to a judge who said that if | could obtain a
copy of the report, an attorney coutd begin
legal action against the credit buredu in my
name. Unfortunately, everyone | talked to who
could have ordered a report on me was imme-
. diately suspicious'and did not warittoget | = .-
- involve - .

-

As far as | know, that false report is still"on file
at the creditbureau, and it is available to
anyone in the entire country exg§pt me.

4 ' N 4

*

‘e . . >
foe

~ Consurher Testimony2 ./
- 7, The problem of inaccurate or migleading credit

~ == _ nformation can cause great harm to consyri-
) - ers.Some years ago, the husband of one of my
L own staff members had a responsible positior

. Jan tr}is very body (the Senate). He had refused
'to pay an auto repair bill for what he thought
c . . v . -
. . 'These three accounts arettom the U S Congrésé Senate
Subcommittee on Financial Institutions of the Commuttee on
@ankong and Currency Fair Credit Reportigg- 1969 Hearngs
. .onS 823 9istCong 1st sess, 20 May 1969 pp 127-28 ~ v
- and 23 May 1969.0p 381 384-85 388 The situations
descnbed are ex e and are used,for the purpose of
lustration only : : - -

« ' . ~

. vo.
Iy

&
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Credit Bepdﬁ Errors* '~ -

¢ L.

was a faulty transmission overhaul. His was a
sad story from the beginning. The repair work
made the car uncontrollable.4t went into high
gear ang stayed there even in the crawling
traffic of a downtown city. The firm refused to
correct.its work, but promptly processed the ™
charge slip for the repair with Central Charge..
The charge slip, incidentally, gave no clues as
to just what work had been done because the

P

-

» Charges were not itemized. Mr. X asked Central

(harge the same day not to pay the auto
dealer. Had he issued a check on a bank, he*
could’have stopped payment. Central Charge
claimed the funds had already beentrans-
ferred. Mr. X, who understandably doubted the
bill was paid so quickly, decided not to pay.
sAfter many months, Central Charge sued him
in court. When he turned up for trial, almost

eager to tell his story in public, Central Charge .

dfopped the suit. The case was dismisséd. He
naturally thought that was the end of his troub-
les. . :

However, sevezal years laterhe was under
consideration ®r a high executive position in
government and the unpard bill turned up dur-
ing an investigation of his background. He was
required to prepare a lengthy memorandum
explaining the so-called delinquency and to
obtain a copy of the court order dismissing the
case. Fortunately {@F him, his explanation was -
accepted, oghe m!ghg not have been hirgd.
¢ : \ ’ ’ ' ¢ ‘ .
» Consumers Testity
(Continued on next page) -
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Sec. 3—~The Faw Credit Reporting Act
Topic 2 Reading 2
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Consqmers Testify (contued)

>

K . ’. - .

~

. Consumer Testimony'3 .- ~

MRS. GOLLINS:

LN

" SENATOR PROXMIRE:

MRS. COLLINS
%
SENATOR PROXMIRE

MRS. COLLINS:

MRS. COLLINS:

4
SENATOR PROXMIRE:

MRS.’ OLLINS:

SENATOR PROXMIRE:

¢ MRS\COLLINS.

MRS COLLINS:

SENATOR PROXMIRE:

SENATOR PROXMIRE:

_ Not that | am aware of, - P

others who cannot survive.

* We had applied for a car loan and it was

refused. The bank did not furnish us with any
other information. | have a relative who works
for a store that uses credit reporting services.
She was able to find out that a trucking firm
had a judgment for a gentleman named William
Collins living on Cherry Street in the city. This
was put on the credit file of all the William-
Collinses. Although our name was Billings J.
Collins, we were also swept into this mass
recording. . .

Your name was? o o

Billings J Collins. But you see we also use the
name “Bill.”

| see. o

This came up again when we applied for a
mortgage Jloan.

What action did you take with regard to the
credit bureau to check this?

We didn't because there is no redress.

’

What dud yeu try to do?

We tried to find out the name of the credit .,
bureau, but no_.one could reveal it.

- Has the information ever.been corrected?

-
s

As far as you know it is still on your record? _
I

-3 have no way of knowing. We have found

other ways to survive and our income is s‘ufﬂ-,
cient. We are not threatened; we have the
Teachers Credit Union that honors us. But it
has made me aware of what can happen to




Sec 3—The Fair Credit Repomng Act
Topic Q\Readmg 3

*Your Fair Credit Reporting Rights

e

Whenevefyou are denied consumer credit at Iéast in part
because of information m a credit report, you must be

give
v 2

» the name, address, and phone)number of the credit bureau
which prowded the information, and .

. the reason for denial, or information on your right to request the

reasoq for denial.*

Required under the Equal'Credit Opportunity Act. Se®Section 2, The Equal Credit
Opportunity Act, Topic 5.
13 -
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Sec 3—The Fair Credit Reporting Act
Topic 2, Reading 3

You had an unpaid bill
last year.

If you contact the credit bureau, it must:

«let you know the nature and substance of all information con-
. ’ tained in a credit report (except medical information).

« inform you of the sources of mformatlon (except for investiga- —
tive consumer-reports).*

. e provide you with the names of employers, credltors and others
. who have recently received reports. .

» reinvestigate any information’you dispute
time.
{
If the credit bureau finds tﬁ""information is:

e inaccurate or cannot be verified, the mformatuon must be
corrected or deleted.

" eaccurate, the credit bureau must allow you to write a brief
statement of dispute and include it in all future reports.

|

" *See Topic 4. this section.
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Sec 3—The Farr Credit Reporting Act —_—
Topic 2 Reading 3 i §

lf any deletion or notation is made regarding the informa-
‘tion, you may request that the new information be sent to:

«any employer receiving-information during the past two years.

 any other person receiving a report during the past six months.

“nosy neighbor”

Credit bureaus can provide information only to:

»
-

¥ «creditors who are conS|der|ng granting or have’ granted you
credit.

«employers considering you for employment.
insurers considering issuing you an insurance pQlicy.

) \.\ .
« government agencies reviewing your financial status in connection
: with issuing you a license. o

« anyone else with a legitimate busmess reason for neai’ngthe
information.

a : po
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Sec 3—The Farr Credit Reporting Act

Topic 2, Reading 3
The credit bureau must automatically delete:*

«information on a bankruptcy which is more than 10 years old
«other adverse information which is more than seven years old

}

£

If you believe a credit bureau or a credit report user has not

complied with the law, you may
* notify the Federal Trade Commission (creditbureausand many users

[ 4

are undertheir jurisdiction).
actual damages (including attorney’s fees and costs)

RS

false pretenses, orif a credit bufeau knowingly gives infor-

-suef
If a person or firm knowingly requests information under
b ] )
mation to someone not authorized to receive it:

« you may ask a U.S. county ordistrict éhorney to sue the unauthorized

"

user or. the credit bureau
o the unauthorized user or the credit bureau may be fined up to

:

]
*These rules do not apply to information provided for Io§ns over $50.000. underwniting over

$5,000 or imprisoned for up to one year
$50.000 of insurance, or employment decisions when the salary exceeds $20,000

Ay




+  .'Sec.3—The Fair Credit Reporting Act
Topic 2, Transparency 2

.

Who Has the Stronger Interest?

5.»

Creditor’s Right
* to Know about

Consumer’s
Right to
“Start Over”

‘Under the Fair-Credit Reporting Act. . .

Most ““adverse information” must be deleted
after 7 years’

* Unpaid bills
* Unpaid taxes :
* Unpaid judgments
* Public record.information

If you decl_ar:e bankruptcy, that information remains
on file for 10 years!

'J
UI

63



‘Sec 3—The Fair Credit Reporting Act
Topic 3, Flow Chart 1

What If Your Credit Report Is Wrong?

' You receive written notice that credit has been denied on the basis of
information obtained from a credit bureau.

The creditor must tell you the name, address, and phone number of the credit

bureau.

You may arrange tb visit the credit bureau to learn the contents of your credit

© report.

A trained interviewer will explain to you the contents of your credit report. Or

the credit bureau may send you a cop
of items contained in it.

Information is correct.

t

If the credit bureau
claims the information

Is correct,you may submit
a “statement of dispute.”

The credit bureau must
include the statement or
a summary of it in all
future credit reports.

12 » - .
You believe information
is incorrect.

C
‘The C}\?Edit bureau must
reinvestigate disputed
information.

The credit bureau must
correct, delete, or update
any information which is
incorrect or cannot be
verified.

You may request that the
credit bureau send
corrected reports to
creditors who have ré-
ceived reports during the
past six months.

. \

LY.
L5
Fal

*See Section 2 The Equa‘ed:t Opportunity Act Topic 4

-

’

y of the report along with an explanation

You believe informatjon
is incomplete.

Supply names of creditors

- who have™not provided

information to the credit
bureau.*

The credit'bureau must
contact those creditors
for information on your
credit accounts.
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6ec 3—The Fair Credil*Reporting Act

Topic 3
Case Study ‘
Case 1 . Case 2 —

Betty Carson applied for credit at Friendly Finance
Company. She was turned down for credit and
received a form letter stating that information had
been obtained from a consumer reporting agency.
The letter included the name, address, and phone
number of Anytown Credit Bureau.

Betty called Anytown Credit Bureau to find out what
information it had given the finance company. She
was told that it generally did not give out such
information over the phone, but she could come to
the office to learn the contents of her credit file. *
Betty said she would be able to come at 1.00 pm
on Monday

When Betty arrived at the credit bureau, she was .
asked to show a driver's license and one other
piece of identification. A trained interviewer talked
with her and revealed that the inquiry from Friendly
Finance Company was the only inquiry received
during the past six months. The only other informa-
tion n her file was that an account held five years
ago with AAA Department Store had been paid.
Betty was surprised at the lack of credit information
in her file. But she explained that until recently she
had lived in a different state. The interviewer asked if
she could provide the names of her creditors there.
The credit bureau would then check with those
firms and add any new credit information. Betty did
so and applied for credit again at Friendly Finance
Company. This time, she was granted credit,

. Why-do you think Ms. Carson was denied credit?

2 How could she have avoided being denied credit
the first tme?

Harry Brown was turned down for credit because of

adverse | in the report was that he had
not pai ontractor for work done on his
home a year ago. Harry explained that he had

y because the roofing contractor had
is part of the contract. The interviewer
said that Truth, Inc., would be happy to reinves-
tigate and question the roofing contractor about the
information in Harry's file T

A week later Harry received a form letter from the
credit bureau stating that it had reinvestigated the
disputed matter and had determined that the infor-
mation contained in his file was correct. The bureau
explained, however. that Harry could submit a state-
ment of not more than 100 words explaining his
side of the dispute. That statement, or a summary of
it. would then go along with each new report. With
the help of the credit bureau Harry drafted the
following statement:

“ABC Contractors agreed to reroof my house for
$5,800. When | got their bill, it was $7,200. |
refused to pay the additional $1,400 because
they can't tell me.for what work | am paying the
additional money. Also, their workmanship was
poor. The new roof leaked, and the flashings were
put on incorrectly. | have had to pay another
contractor to correct the problems even though
ABC Contractors supposedly gave me a three-
year warranty.: -

One week later, Truth, Inc, notified Harry that his
statement had been recewved, and that it would be
incorporated into all future credit reports. He éiso
was told of his nght to have updated reports sent to
potential creditors who received reports during the
past six months and potential employers who re-
ceived reports dyring the past two years. Harry indi-
cated he wanted one creditor to receive an updated
report. ’

1. Did the credit bureau act legally in not deleting
the unpaid bill from Mr. Brown’s credit file?

k]

N

2 Do you think Mr. Brown will obtain credit now that
his “statement of dispute” is included in his credit
report?

W
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*Sec 3—The Fair Credit Reporting Act
Topic 4 Reading 4

3

Charlie Green and the Mysterious Report*

Charlie Green, a salesman in his late thirties,
began work for a large manufacturing firm in
1962. He had lost a previous sales position
because of a company merger. The new firm
felt fortunate to have an employee with such
excellent expernience and skills.

However, one week after he started with the
firm, the sales manager accused Charlie of
giving false information on his application.

" Charlie denied that he had done so inten-
tionally, but stated he might have made an
error. He asked what infOTation was being
questioned, but the sdles manager refused to
tell him. From that day on the sales manager

became more and more hostile toward Chartie,

Finally Charlie resigned.

Charlie began interviewing for positions with
other large national companies. After several
rejections, he took a job with a smailer com-
pany at a lower salary. He continued to apply
to larger firms.for several years with no suc-
cess.

In 1967, after being told he was an “excellent
candidate,” one firm reported they could not
hire him because of information contained in
an investigative report. It refused to tell him
anything more about the report.

Charlie then persuaded a friend who had his
own business to order a similar report as
though he had applied for a job. This was the
first time he learned the basis for his employ-
ment difficulties. The report stated that (1) he
had been dishonorably discharged from the
Army, (2) he was responsible for a noisy, late-
night party while a tenant in an apartment
.complex. and (3) his former landiord was glad
he had moved out in view of his unruly con-
duct. Army records could prove Charlie had an
honorable discharge. Charlie recalled that an
elderly neighbor complained to the police when
« he had hosted a small gathering for friends
“several years ago. She was known to complain
about any noise, eveh if you waiked in your
" apartment with your shoes on! Charlie had
never had any problems with his former land-

*This account is from the U S Congress, Senate, Subcommut-
tee on Financial Institutions of the Commuttee on Banking
and Currency Farr Credit Reporting— 1969 Hearings on
$ 823.91stCong 1stsess pp 84-87 This situalion 15
extreme and 15 used for the purpose of lustration only

!

lord and doubted if he was the source of the
derogatory remarks,

[

1. What problems did the investigative report
cause for Charlie?

N

. How does this investigative report differ
from a credit report?

X,
%

3 What are some explanatnéns for the errors
made i Charlie’s report?

4 Do you think a consumer who i1s applying
for a job should be told if an investigation
including personal interviews will be con-
du?ted’?
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Sec 3—The Fair Credit Reporting Act

" Topic4 Reéading 5 -

5

N

'Investigative Reporting

Credit bureaus collect and provide data pri-
marily about a person'’s bill-paying habits. When
a consumer applies for insurance, employment,
or credit to purchase a major item, however,
additional information may be required. For
example, to determine whether an applicant is
a geod risk, an insurance company may want
to,know his/her drinking habits, driving record,
and hobbies (such as hang-gliding or motor-

cle racing). Since this information is generally
not contained in a credit report, employers,
insurers, or creditors hire a firm which investi-
gates the applicant and prepares an investi-
gative report. Firms which prepare these re-
ports are called investigative reporting agen-
ces. °

Besides reviewing the credit bureau's file and
checking the sources used by credit bureaus
(creditors’ records, public records, etc.), inves-
tigative agencies conduct interviews with the
applicant’s friends, neighbors, and co-workers.
In the past, people often were asked to make
value judgmerits about the actions, habits, or
4ife-sty.l; the subject of an investigative
report”If an interviewer asked one person
out an applicant’s drinking habits, he/she

might resp¥nd that the applicant drinks “mod-
erately.” However, another acquaintance may
describe the same person’'s drinking habits as
“excessive.” To avoid situations like this, inves-
tigative agencies now try to ask questions to
obtain specific information rather than judg-
ments on an applicant’s habits or hife-style. For
example, instead of asking someone to de-
scribe an applicant’s drinking habits, an investi-
gator will ask, “How many drinks does John

-~ Doe have during the course of an evening?”

Unlike credit bureaus, investigative agencies
are not required by law to reveal thie names of
their sources. It was believed that if _people
thought their identities would be revealed, they
might be reluctant to Pnanke any statements

/

that might hurt the subject of the investigation.
Thus, information would possibly be less valu-
able to creditors, employers, or insurers. How-
ever, there i1s also the possibility that a neighbor
or co-worker whose identity will not be.re-
vealed might use an interview with an investi-
gator as an opportunity to gN/e false and

. potentially damaging information.

To protect consumers against inaccurate in-
formation and to protect their right to privacy,
the Fair Credit Réporting Act includes some
special provisions with regard to investigative
reporting. First, whenever a creditor, insurer, or
employer orders an investigative report, he/she
must also notify the consumer within three
days that a report has been ordered. The
consumer must be told the report will include
information on his/her character, personal hab-
its, and life-style. Second, the consumer may
request additional information about the in--
vestigation. Third, If denied credit, employment, .
or insurance on the basis of investigative
information, the consumer must be told the
name and address of the agency which pre-
pared the report. He/she then has the nght to
learn the contents of the report and have
disputed mformatnoniremvestlgated. Information
that cannot be verified by the nvestigative
agency must be delgted. As with credit reports,
if an investigative agency claims the informa-
tion 1s true, the consumer may write a statement
explaining why he/s heves it is false. This
statement must then be included in all future
reports. .

Generally, an investigative reporting agency is
a separate company with no connection to a
credit bureau, However, anytime a credit bu-
reau uses personal interviews to obtain infor-
mation about a consumer’s life-style, etc., it
becomes an “investigative agency” and is sub-
ject to the special provisions described above
of the Fair Credit Reporting Act.

-




Sec 3—The Farr Credit Reporting Act
Topic 4, Transparency 3

‘Hi there! I'm just making a credit check and . .. -
[From Parade Magazine, Nov. 3, 1968] \

1. What is the cartoonist saying about credit reporting?

2. Should investigative agencies be prohijbited from collect-
ing certain types of information? ' '

' Reprinted with permission of Parade Magazine ST

. o . ' \
- Q L = - R .
EC t - 68 _18 ()

A FuiText provided by Eric - crr
- . -
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Sec. 3—The Falr Credit Reporting Act
Topic 4, Flow Chart 2

What If an Investigative Report

Is Ordered?

You apply for credit, insurance, or employment.

4

The creditor, insurer, or employer orders an investigative report on you.

Within three days you are notified in writing that the report was ordered and
of your right to request additional information about the investigation.

You request and receive
additional information
about the nature and

hd scope oftheinvestigation.

You decide to let the
investigation proceed. In-
vestigation s conducted.
and the ereditor’insurer,
or employer receives a
report on you.

You refuse to let the
investigation be made.

Credit, insurance, or .
employment can be
denied on the basis of
your refusal

You are notified in writing
that credit has been
denied on the basis of in-
formation recewved from
. ! an outside source other
v than a credit bureau. You
are told vou can’request
. the nature of the informa-
. tion within 6'0 days.
You learn the nature of
the inforration, but not
the names of persons
providing the information.

Y
.

.

LR

& Information is correct.

’ \

‘»-‘a
4

. If the-investigative
- : ’ agency claims that the
' - information is correct, you
may submit a “statement
- ) of:dispute.”

81 -

. ) 69

You withdraw you}
application.

The investigative report
is canceled.

Credit, insurance, or
employment is granted.

A
* You 'beheva.iﬁforrrréﬁé//”’/

isincorrect. - T

The investigative agency -
must reinvestigate dis-

puted information.

The investigative agency- « .. = - =~

must delete or correct
-any information that can-
not be verified.

L




‘Sec 3—The\Fanr Credit Reporting Act
Topic 5, Transparency 4

CONFIDENTIAL

Does the person or organization requesting a credit
reporton a consumer have alegitimate business reason

for needlng the mformatlon’?

CREoT
REPORT

PO,

|

Creditor making a credit
decision

Employer making a hiring
‘decision

Insurer making an msurance
decision

.

Debt collector

t

Nosy neighbor

Owner or employer of any
firm

BUF...

" ACCESSIBLE

Can a consumer learn what information is in his/her
creditreport in order to be sure it |s correct and up-to-

date? )

CRLOIT N
APPLICATION

. L

J— /-\ repomng agency must

' * reveal at no charge the
- ~eontents of a consumer’s

A report if on the basis of that

report he/she has been

denied credit, employment,

or insurance.

\

70

| wonder if my
X c:re%ut le moved
when | did ..

A consumer may at any
time check on the accuracy

. of mforma\lon in his/her

report, but the reporting
agency may charge a fee
for thig service.
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Federal Reserve Bank: of Minneapolis

Tize Fair Debt Collatzo;zPractzcesAct -

i

~ 1

introduction

In 1977, the Fair Debt Collection Practices Act

was enacted t6 prevent abuses in the debt collec-

tion industry. In this section, students first¥amn
why consumers sometimes do not pay their

- credit bills despite their intentions to repay. In a

role-playing aetivity, students learn what con-
sunfers should do if they experience temporary

bill-paying problems, and how creditors are usu-
ally willing to help if they are made aware of
‘consumers’ problenis. Students also will learn
how consumers can either dispute debts they
believe are invalid or stop communications about
a debt: o o

Topic 1—If You Can't Pay
Objective: Student will know what the major causes of con-
sumer delinquency ar¢ and idenbfy ways con-
sumers can prevent or reduge the ridk of default
* Student will know what a consumer should do if
he she cannot pay credit bills

Materjals Needed: a/
Transparency 1—"Why Cpnsumers Don't P4v” »
TFransparency 2—"1If You Can't Pav

Budget Worksheet . ¥

Directions: . . -

1 Most consumers who use credit do repas, ur intenid to repay
creditors Tell students huw relatively few unpaid credit bills or
loans are the result of fraudulent credit use by people who do
not intend to repay +Ask students to list other reasons why a
cunsumer might nut repay credit as agreed. [Pussible respounses
include- resignation, separation, or lay-off from ajob, reduction

- of real wages or hours worked; illness or di bility, using too

!
1 Loss of income and overex:

EBHEEQIS

tion about a debt, a debt col-
lector who is working for a

tension are the major causes
eseditor must provide the

of consumer delinquency.
Planning and controlling the
use of credtt, having funds
availabR to pay bills if in-
come or expenses change,
and having adequate insur-
ance can provide protection
against de]inquenc)é.

the creditor and the amount
of the debt. If the corsumer
- disputes the debt, the debt
collector must verify it before
taking further action to col-
lect the debt. . a
r

2. A consumer should notify 4. The Fair Debt Collection

consumer with the npge.of”

the creditor. immediately of
any Hill- -paying problem and
of his/her intertt to repay. A
creditor often will refegotiate
payment terms to allow a
consumer who has atempo-
rary bill-paying problem to
" postpone payments or make
smaller payments.

3, After the first. communica-

»
=~ an

Practices Act does not pro-

. hibit debf collection activity,

but does prohibit a debt col-
lectorfrom publicizinga con-
sumer’s indebtedness, haras-
singa consumer by calling at
inconvenient time or
place, or using other abusive
orunfair practicestocollecta
debt.

>

much credit, unexpected expenses; dissatistaction with the
goods or services purchased; goods or sefvices are never
received, incorrett credit bill] Show students Transparency 1,
which lists the major reasons for consumer default apgl the
percentages uf defaults attributed, at least in part, tu cadh factor
Percentage8 are based un consumer respunses tu questionnaires
regarding the actual reasons for T‘Iefault

[

Using the questions below, discuss kuw aconsumer eanreduce
the likelihood of not being able to repay.

a’ Income may: be lost or rcduced because of ¢évents and
cu?mstanu&"bqond a consumeys control What can a
credit user do to mintmize or'ehminate the problems caused

* " . byatemporary loss of income? {Whenever future income 1s

2setaside andavatlable just intase income is reduced Also,
adequate insurancggmay offer protection against income luss
and or pay bills in the event of illness, disglprlity, or leath ] ™~

b. Howlcan a consumer protect himself. herselt agamnst using

» too much credit, or overextension? [A consumer may not

want to use incomé that 1s not rehable (e.g., part-time or
1
overtime earnings, bonuses, a second wage-earner’s earn-
. ’ !
* Data from U Congress Senate, Sublommittes an Consunier At u! th\*
C nmnim\ o on Banking, Housing, and Urban Affqirs Farr Dbt Collection Pras iy«
\ i e migviorS 636 S 918 1130 qd HR 5294 ‘hth(nnwu& 1t Sese 13-

r!‘ii w ”
‘ ~
~

; W37 fp ?m 4-» '

. - *
A

72 84 . "/ ) .

3

rehed upon to repay credit, acertain amount of mopey could

[




Ings, etc.) as a basjs forsobtaining more credit Also, once
monthly credit bills reach the maximum amounta consumer
can safely gpend to repay credit each month, the consumer
should postpone addional credit purchases until other
credat bills are paid | 4

-

3 Consumer creditcounselurs eeommendthat consumiers notify
thetr creditors as soon as bill-paying problems develop How
mussed or late payments are handled eventually depends onthe
indidual creditor However, being notified of the probler as

on as 1t occurs may Influence a creditor’s decision to rcport a

Mate” paymentto a credit bureau or start debt collectiort efforts
Show Transparency 2 to students Discuss other steps credit
counselors may suggest consumers take to help protect their
credit records and to resume making payments as soon as
possible You may want to ask students if they can add to the hst
other “tips” for rcducmg the negative consec }uenccs of tempo-
rarv bill-paying problems * ]

' d .
>et used by the Minnesota -

.

Materials Needed. i

Role Play Cards (Sets of 7) -
Role Play Obseryation Sheets

Role Play Follow-up Sheet

Directions:- . . ~

1 Cunduct three role plays which simulate debt situations Select
seaen students tu assume thc following rof

[RolePlay1] Consumer 1
Creditor 1 (electronics store)

[RolePlay 2] Consumer 2 ’
Credttor 2 (department store)

[RolePlay3] Consumer 3 .
Creditor 3 (travel agency) . o

Debt Collector 3

LY

Grive each student assigned a role the appropnate Role Play

. 4 Giveeachstudenta BUdgd Works Card All other students will be “obserters ” Thev should be
Finanaial Counseling Service to help consumers analyze their given one Role Play Observation Sheet for each role play they
«spending habits and prepare a reahshic budget Ask students to will obsery e ’ K 4
identify categories or items épr w hnc spending could be re- o
duced il consumer has a bik-pay A prdblem [See ‘Answer 2 Fureachrole play ask the “consumer”and “creditor” (and "debt
Kev ] Adultsyr students who pfe responsible for all or part ot collector” nRole Play 3) to read their cardsand then “enact” the .
their suppurtméy want to complete this worksheet inorder t8 , debt tuation described. Students should res eal through ac-
analvze their ow o+ spending patterns tions ur words the information contained on their cards,and act ,

out the steps the consumer creditor- debt collector would take
- to sulve the prublem (on the basis of the information given dn
S = e e o - ~- =~ .t -therrRele Pia\ GardsyForexampte; Consumer 1 sﬁuld maket |
To0IC l? Can the Creditor.H eip’? known thathe she has paid bills on ime in the past, Creditor 1
o should then “negotiate” with Consumer 1
Objective In a role-playing activity, students will assume the ¥ After students have cunducted and ubserved each of the three
roles of consumers, creditors, and a debt collector to role plays, ask “ubservers” to describe what happened in each ‘
' démonstrate “actions” each party can take Yo help rule play and what their reactions Were to the role players’
resolv e temporary ll-paying problems actions in each debt situdtion Allow students who assumedthe  °
‘Vocabulary -
L] » -
¢
Communication " Any oral, written, or telephone con-  Default Failure by a consumer to comply
s tatt with a consumer regardmg a . with the terms of a credit agreement.
" debt . Dun To ask a consumer persistently and
.. Consumer | A sifuation in which a consumer has répeatedly for payment of a debt.
Deli’nQuency . one or more past due credit accounts H . . .
and has made no satisfactory ar- . arassment Action tak-en agams't a person inan
, . rangemients for repayment. o, effort te disturb or irritate such as
. using or threatening violence, using
] Convenient Time » The hours between 8:00 a.m. and obscene ]anguage or (e]ephomng)
‘. 9:00 p.m. when some contacts with continuously and repeatedly.
a consumer regarding debt aré pers .
. mitted, # Location A person’s home address, tele-
2 Information phone number, or place of work—
Debt An obligation to pay money to an- ’ and the only information a debt col-
other person or company., lector may ask for from a person
. . Debt Collector Anyone who regularly collects or at-' other than the debtor.
tempts to collect debys owed to an- Repossession A'legal action in which a creditor
other person or company, or a credi- talegs back goods purchased on ared-
tor who uses a different name when it for which payment is past due. .
sl . %Qi%ec%g debts oxyed dx;egtly to Wage GainiShment A court-sanctioned procedure in ‘ :
o - . which a portion of a consumer’s ;
Debtor. A consumér’ who owes money to ' wage$ is paid directly to hls/her
) andther person orcompany. £ 5 . " creditors. . '
ALY : . N : e
‘ . * P ¢
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. consumer as a customer Congress believed that these con-

RIC 7

Aruitoxt provided by Eic: .- e,

.

roles of creditors, consumers, or the debt collector to give
feasons for ther actions: Discuss the role-plaving activity using
the following questions:

a Why were Creditors 1, 2,and 3 willing to negohate with thar
customers® [They probably would accept smaller payments
because thi dnsumers'billpay ing problems apprared to be
onlv temporary: They preferred to nvake the arrangement
than to incur the costs of immediate legal action to obtain
pament  and possibly lose the consumer’s future business |

-

b How s Role Plav 3 ditterent troth Role Plays T and2” How
doesthis aftect the wav in wgich the debt s collected? [The
debtor isnota“customes” otthe person or firm collectingsthe
debt .The debt collector, unlike a creditor who collects
his her ow by debts, mav not be as concerned about mamtain-
ing a good pubhic image or a good relationship with the
debtor A creditor may tell a debt collector not to accept
smaller pay ments, etc How ever, a creditor may also instruct
the debt collector not todo anvthing that may jeopardize the
creditor-customerrelationship or the creditor's public image
Then the debt collection situation s ould be sinilar to Role
Plavs 1 and 2] &

¢ The provisions of the Fair Debt Collection Practices Act
applh toall debt cullcatmn agencies, but not to creditors who
collect their own dcbts Why do vou think this 1s ~0?
[Congress beliey ed that creditors mlloctm;1 deBs from therr
2 “customers” would be concgrned abdut (1) theyr public
image, Because they solicit business from the general public
and (2) customer goodwill, because thes want to keep the

cerns alone would encourage creditors to treat their delin-
quent customers tairly | -

4 aL'sc the Rul’_c Plav Follow -up Sheet to discuss the following
items

a What consumers may want to do n the situations desenbed
in order to ‘pratedt ther aredit records and resume making
pavments as soon a possible

[£9]

collectdrs *
€ .

Assign Student Exercise 1o asséss student undértanding of
the provisions of the Fair Debt Cobection Practicgs Act When
studentshave completed the exerdse, review theirre 5puns¢\b\
asking indn idual students to explaun why a de bt collection
activity s “legal,” “dlegal,” or why ats legality “cannot be de-
termined ” Emphasize that a certain actinfty mav be dllegal it ot
imvolves a “covered” duebt collector, but legal if it involves a
creditor collecting his herown debts [Sec Answer Key ]

Shw lmnspah ncy 3, whichillustrates how the Actproteg dst}u

nghts of consumers and the rights ot debt collectors ta Collect
vahd debts Use the questions below to discuss tive imats of the
Fair Debt Collection Practices Act.

a  Cana consumet stop a debt collector trom trvng to collect a
vald debt? [No Alla consumer may do1s have the debt
_collectgr cease turther communications about the debt A
crcd%ur debt collector may decide to take legal action to
collelt the debt Inthat case, the debt collector may commuani-
cate turther only to explan those legal consequences to the
consamer |

b Do vou think the Farr cht Collection Practices Act should
also applv to creditors, retailers, and other leriders who
u)lled their owp debts? Why or why not? [Students may
agree with Congress that the cre dum“u need to maintain
customer goodwill and the possnbxllt\ Ot future business w llf\
prevent most creditors from abusing pr harassing consumers

+ However, students may also argue that being a creditor's

“customer” does not al\xaw protect the consumer from
bemng the vicim of unfair debt collection practices For
mstanee, a creditor mav be more intterested in collecting the
money thanin “mamtarning, goodwill,” especially if a debtor
ISan mfrcqucnt customer And a creditor may not be
concerned about losihg the business ot a consumer who
does not pas | .

(Note The Federal Trade Commsston found that one-half
of the customer complamnts regarding debt collection in-
vohved creditors collecting their own debts, not debt collec-
ton agencies Ithas recommended that Congress amend the
Fair Debt Collection Practices Act o & envone who collects
debts dnves by the same rules So far Congress has not
amended the Act)

- v

b Why creditors mav or mayv not be willing to renegotiate
pavment s in‘téhtaiR debt snuahnns .
& What debt collectors can and mnnot do when contacting
consumers about debts
v !
-~ -
T - ; Crvir Mot £ . .
Hos S—ihe Fair Debt Colection
- Prachces Aol :

Objective Student will know when and how a debt collector
can approach a cdnsumer about a debt and will
dentihy ffegal debt collection practices

" Materials Needed

Reading 1- “Your Fair Debt Collectiph” Pmmws Rn;,hts N
Student f\cnm |
Transparency

)

“Freedom to Do Bllsmcs\ Freedom from
T Abud”

Directions:

1 The Fair Debt Caltection Practic® Act of 1978 was mtended to
preventthe use of abusi e and®uhfair debt collection practices 1t
also g e certan nghts to the consumer who 1s being contactéd
about adebt Ditnibute fo students the reading, “Your Fair Debt

r
Collection Practices Rights” As class redd and discuss the

‘ n;‘hh anyl the re spunsabxlmcs of buth consumersand debt

‘e

N4

ng Your Righits

- Objective Student will know what steps a consumer can

Materials Needed
Case Studv
Flow Chart-
* Transparency 4-—Debt Validation Notice

D;_rectréns .

~

-

8g+

legally take when a debt collector calls abnut a
debt -

4
“What If a Debt Collector Calls?” -

The Fair Debt Collection Practices ‘Act_helps prevent abuses
m.the debt collection mdustry Assign the Case Su}d,\, which
describes two debt collection situations and asks students
abiout bath the consumers and debt collector’s rights and
responsibihties When students have completéd the activity,
review thair ansseers, referring to the rﬁadmp,, “Your Fair
Debt Collection Practices Rights” [See “Answer l\u ]

Givg cadh student the ﬂu\\,\har’t,,”\\'hat It a Debt Cullt‘ctur
!

F - v

¥




Calls”” Discuss the steps consumers and debt collectors must
take 1n order to exercise therr rights and comply with the Fair
Debt Collechon Practiges Act Emphasize that a_consumer
may request a débrelllector to cease communicdations even if
the debt being collected 15 valid Thegebt collector or.
creditor may still take legal action against the consumer to
obtain pavment, but the phone calls, etc, must stop

3 Whenever a debt collector communicates with a consumér
about a debt, he she must 5end a vahdation notice withih five
days Show students Transparency 4 and pomt out the
following items which must appear in the notice -

(1) creditor’s name, ,
(2) amount owed,

(3) a statement that the debt will be assumed vahd and correct
if not disputed within 30 davs, and

(4) information on how to dispute the debt and the debt
collectar’s responsibibity 1f a debt is disputed
v

"

Tooie Tre £conomics of the Farr
I Dett Coliection Practices Ac

Obgective. Student can list economic ncentives that (1) 4
creditor may haye for renegotiating pavment
terms with a debtor, and (2) a debt collector may
have for treating consumers fairly and without
abuse Student can wdentify whether the creditor,
debt collector, or consumer will bear certain costs
“of the Fair Debt Collection Prac‘nces Act

-Matenals Needed. .
Transparency 5—"ConsumesClout”
Reading 2—"It Doesn't Pay”

Student Exercise 2 &

Directons:

:arhier in this sectiun, the Fair Debt Collection
Practices Act dgstinguishes between creditors w ho collect

* _therr own deb and debt collectors who collect debts for
uthers Crediturs include banks, savings and loans, credut
unions, finance compantes, retailers, and prufessionals whe
attempt to obtain payment from their customers Debt Collec-
tors, un the other hand, collect debts for credtors—financial
institutions, firms, professionals, etc Any creditor who uses a
different name when collecting debts 15 also considered a
debt collector Show Transparency 5, which illyggrates the
potential “bargaining power” ot a consumer who 1s being
approached about a debt by the.créditor Discuss+the con-
sumer’s and creditol’s situations using the questions hsted on
the transparency §See “Answer Kev ”]

Ask students if they think the situation shown in Trans

" parency 5 would be any differunt if the creditor hired a debt
cullector togubtam pay ment from the consumer Discuss
studmts reasons why the situption would be different Simi-
lar? [Differences- The debt_ collector mav ndt have had any

o

pas;Ziealmgq with the consumer and mav not be aware of h\

inteftion to repav He she mav not be conagmud about
‘maintaining a good customcr.rclatmnshxp qr public image
The consumer’s futura business 1s nat an 1ssue Stmilanties
The creditor may instruct the debt collector not to jeopardize
the customer’s goodwill or future busirtess Thus, the debt
c‘ulh‘ctm’s future busmess with that mdttnf mMmay dvpend on

ERIC - -
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o

\ 5.

not antagonwing the consumer—ti e, treating him tairly and ‘
without abuse The debt collector mav also initate legal .
action un behalf of the creditor to reduce lusses and or to

collect the debt) .

3, Assign Reading 2, which 1s based on teshimony from a
professional debt collector and which descrnibes why the use
of abusive or unfair debt collection practices usually doesn't
“pay ” Discuss the effectiveness of vanous debt LU“LCUOn
mcth(‘s using the followng questxons

a Who do you think would be more lxkd\ to collect money—
a debt collector,who was polite-and persistent or one who
threatened, fnghtened, or otherwise treated consumers
unfairly? [There 1s no “nght” answer to this queshon Mr
Kelly’s tesimony suggests that harassmg or fnghtening  *
consumers who do not pa\ their bifls doesn't work.
However, people react differently to different tactics Some

* consumers may respond to threats, harassment. etc, and
pay.a debt sooner or pay a debt they would otherwise not
have paid |

¢ -

b If politeness and persistence do not work, what can a debt
collector do other than resorting to the use of unfarr or .
abusive collection tactics” [A debt collector mav use legal
means to try to obtain pay ment or reduce the credptor’s
iosses The credltor maj repossess goods or obtain a
judgment against the consumer The debt collector may
then tell the consumer that certain legal action will be
taken 1f he she does not pay | -

4 As with the consymer credit protection laws dxscussvd in
Sections 2 and 3, there are “regulatory costs” ot the Fair Debt N
Collection Practices Act To comply with the law, all debt
collectors must vahdate debtgand inform consumers of their
nghté If a consumer disputes a debt, the debt collector must
provide wntten venfication of the debt A debt collector may
also mcur legal costs or penalhcs if he she failsgocomply -«
with the provisions of the law *Some or all of these additional
costs may be shifted to creditors in the torm of higher rates
charged for debt collection services, slower collection of
ebts, ur less money bring collected Consumers, too, incur

codts (time, pustage, legal advict, etc ) as they exerase their
'ngﬁtb under the Act 1, because of higher collectiun costs or
more uncollected debts, it costs creditors more o do busi-
ness, they mav raise prices, increase the cost of credit (within
legal hmats), or suppl)/ less credit tu consugners. Assign
S{:dcnt Exeraise 2, in which students identify who would
bear pussible “custs” of the Fair Debt Collection I’ramws Act
[See “Answer Kev”

(Note Students have learned how the Act protects them
against abusive*or unfair debt collection methods when they
are not a “customer” of the person collecting the debt This °

topic shows students how this protection 15 notnecessanly P
“free ” Consumers may mncur costs as thev exercise therr -
nghts Some ur all of the legal costs.or pv ‘nalties and regu-
“latury costs incurred by t colfectors and credrtors may be
shifted to consumers in the fGim of h prices, more
expensive credit, or lesy available credit
. 8 . .
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I Fae Having a steadv income 3, Fose A debt collector cannot
'
andgood credit habits willusu- g, calla consumer at work about a
alhy Jpresent bill-paving prob- debt it (or atter) he she knows
tems However anyone may the emplover prohibits such
lose a 10b become unable to communication

% (~ 1] T €31 3 - v =]
work, or incur unexpected ex- n "7\ The Farr Debt Collection
penses that make 1t ditheult or Practices Act prohibits certain
imppssible to meet inancial ob- debt collection actiyities, how -
higations ever only debt collectors (per-
2 Fos Most delinguencies dre sons or firms who are in the
caused by a toss of income or business of collecting debts for
.the mabihity to work due to il othersy are covered by the Act
ness or acadent According to Creditors volecting their own

- ~octal saentists tew delinquen- debts arenotcosered Creditors

cres are caused by consumers why use a different name when.
who never intend to repay collecting debts trom their cus-
3 Ire Most creditors tn to mini- tomers are also covered by the
mize their losses and mamtam Act, howeser and must follow
wood relationships with therr ®  the same rules av other debt
customers [t a creditor s nob- collectors
fied ot a consumers temporans, 7 o Inattemptng to colle@ a
bii!-paung problem  he she debt adetX collector mas thredt-
mas bewilling to accept smalier vn fegal action onby it he <he or
pa\mv'\tsnraikm theconsumer < the creditor would normail
'O postpene one of more pas - take such action
menty 8 Fuse A consumer mavawrite
4 7o~ Creditors handie the re- and request that a debt collec-«
porting of delinguent Jocounts tor stop calling about a debt
. ' .
diterenthy One creditor may Communications  about  the
awtomaticalls  report missed debt then must cease except to
pavments to the credit bureau nutifh  the consumer of an
while another may alloss an ac- acttun that the debt collector
wount toopo A or 90 dass or or the creditor will take
T L] o
7longer betore reporting it \
.
¥ - .~
= spending could probably be reduced on the temes and categones histed
° below -
.
Houung ielectnaty neating tedephone and waters
Food tnonessential itemsg
Car tpas ol repairs fires et it nopessential driving » reduceds
Clothing tnonessential tems) R B
- 'y . .
Personal (nonessential temsy
Fntertament (Son\e spending probably could be redudvd n cach
area listed .
i .
5 L4
3 N .
- Polaod A drt}.«uﬂcdnr cannot use a post card to compfunicate with
a consumer .
Ll Al
2 Lige As Ipng as the creditor \d)c\ not g0 by a different name s
- s when collecti debts he <hew? not covered by the Fair Debt
R Collection Practices Act v
feon A bank collecting its own debts s not convered by the Ad
I & A debt collector annot call at an unusual or inconvenent
time th tore $ 00 am oraltgr 900 pm)y )

N 5 I aac ABC Stores 1s conere d,bv the Act because 1t gows by \B(
Collections Inc when colfecting debts £6 00 am s generally
constdered an unusual ime ) .

6 [oail A d\'pdr(mf:m ~tore 2ollecting s own debts 1< nog, coverdd
by the Act . -

: 7 Leva A credit union collecting s gwn debts s not covered by the

/
Adt .
' 3 -~ " v
Q! Llegal A debt collector cannot @all*a concumer at work ot such

) .

—
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+
contact 1s prohibited by the employ er
9 Lo Because a debt Lullcct\ur legally cannot ‘throw a consumer
injail” he she caffpot threatento do so
1o Load The creditor mav repossess thetturniture <o it can be stated

as a possible consequence Ghnonpavment

Case 1 »

1 Within tine davs the debt collector must send Ms lohnson a
wriften notice stating the amount of the debt the name ot the
creditor, and that the debt wilt be assumed valid it not disputed
within 30 davs

2 It Ms Johnson disputes the debt, she must write the debt collector
within 30 dav< requesting venhcation ot the debt

3 Ms Johnson mav notih the Federal Trade Cnmmhsmn which
supervises the debt collector or take legal action ,22ainst the debt
collector R .

Case 2

. °
I Yes Under the Fair Debt Collection Practices Act John may request
i wnting that the debt cullvdoé cease all turther communications
about the debt N
False A credstor or debt collector mav <tl} take degal action to
ubtain pasment or reduce losses fwage garmishment, repossession,

<tcr A debt collector may alsorcontact the consumer to sav he she
t1owall be taking no turther action (25 will be taking specific u;.al
adtion or (35 mav taker certain legal actior 1 oin tact the debt

collector ordinanhy does <o 10 such 'n<'ame

1 Guen the borrowers pre%nt??cor& and his intention tu.r;'pm., the
creditor probably will “negdtiate It the creditor is a large firm the
past dues account may be reported automaticallv to the credit
bureau each month, even it no turther action 1s taken

ﬂu consumer mas or mas not pav But he mizht tell uther people
“abuut the creditors actions, pussibly atfgrting the creditor’s "ublu
image {and future business) He alo] grught decide nost u,x do
buxmvxx with the creditor any more

e

L4
wm creditor can alwavs take legal acton i an att tempt to obtain
JRavment or recenve the goods ‘purchased on credit The television
set may be rnpmﬂessnd or the creditor mav obfamr a judgment
agatnst the consumer It necessarny wages could e garnished or a
bank account could be restricted

-
P Creditor .
2 Consumer .
3 (unz(;mvr *
4 Consumer .
5 Debt colle e (The debt collector Jowes business The creditor too
mav stll be incurning high coliection costs as a result ot the AaH
e {onsumer
T Dbt collector [
% Consumer tThe dreditor has <hifte d the highe st ot debt
collection to consumers Hwever the creditor mav INCUT Costs
i redimmy the availabiitn of Credit als; causes business % decrease )
r et
P
o'
.
-
B
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/
_— .
L ]
) N
, N i
.
’
. - - . 3
’n . 2
C .
. L}
N A3
58 ' :
J P




E ) “
‘Sec 4—The Fair Debt Collection Practices Act -

' | \ Pre';est

v
T

.
1)

" . Directions: Circle “T" if the statement s true; circle “F” if the statement is false. )

-~

T F 1. A steady incame and living within one’s means will prevent a consumer from
havi C?g any bill-paying problems

- ' *

»

%

T F 2. Most consumers who fail to pay thé|r credit bills n%ver mtend to repay.

pay a bill or make an instfgllment loan payment.

T F 4. Whenéver a consumer pays a bill late. the creditor reports thas information to
the credit bureau.

i
#

. T F « 5 Ifadebt collector cannot reach a consumer at home he/she may always call
the consumer at work about a debt.

& PR

= ’, [

T F 6. Both greditors who collect their own debts and debt collectors mu‘st follow
the same rules when inquiring about a consumer's debt.

om -

¥

T F. 7. A debt cdllector can always threaten Iegal.actfon in an attempt to obtain
payment.

. - “
“ ‘ e .- N\
, |

T F 8. A consumerwho owes a debt, can do nothing'to stop a debt collector from
calling about the debt. $

i
A 4

T F 3..The creditor is the f;rs?person a consumer should notify when he/she canrfot ‘

wd™




‘Sec 4—The Fair Debt Collection Practices Act . o
Topic’1 Transparency 1 A

.
: . ,
~
3
\ . .
A) 3

Why Cdnsdmei'leon’t Pay

Primary or Contributing

SN LCause of Default
Reason for Default (% of Cases)
Lbss, of income 48% <~
»~ 7.~ Unemptoyment, = -~ - - 24%
: lliIness ' ' * . 16%
. - Other T S 80/0
. Overekténsion L | . D50 «
,13, - -Defective.goods or |
services or other .
- perceived consumer ‘
Q fraud | . . : 20%
Fraudulentuseofcredit‘ ' ~ - 4% -
e e |
Cot :
"1 N " ¢ )
- - 9
ERIC © . * .




"Sec 4~The Farr Debt Collection Practices Act
Topic t Transparency 2

® - If You Can’t Pay . . .
N ‘ : ~ | .
e Notify creditor before a bill or loan payment is due.

e State why you can't pay, your intent to pay, and
when you will pay. '

,- Ij possible, continue to make smaller but regular
payments.\

b

-

* Eliminate all further credit purchases.

s
"\ OCut hvnng expenses to a mlnlmum .

: . . *Reduce spending for clothing, reqreatlon enter-
talnment or other nonessentlal items.

*Reduce energy consumption.
\

-*Postpone major purchases.

e Obtaun help from a consumer credit counseling

service in prepanng a reahstle budget and repayment
plan. _

80
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. * Sec 4—The FairDebt Collection Practices Act ) )
Topic 1 .
’
~ B@et Worksheet )
. €———  APPLICANT COMPLETf/THIS AREAONLY > TO BE COMPLETE D BY INTERVIEWNER
- ADJUSTES T2
1y EXPENSES WEEKLY MONTHLY WEERLY o TaLy
. RENT OR PAYMENT . *
ELECTRICITY .
[ I
S | TELEPHONE AN e
2 e -
g HEATING B
2 | taxes - L
WATER - )
3 ; SANITATION . !
: N !
g FOOD . .
'8 ke
e T
HOUSEHOLD GOODS -
GAS & OfL
% | Repaims TiRes eTc
. © [ License 7
W | HOSPITAL ¢ N \
¢ 2 .
o CAR .
g
5 | HOUSEHOLD .
b > T/ H
Z | ALLUIFE. N . |
3 | poctor : 1 A
o 3
5 | DENTIST
2 | oRUGS R
Io | FamiLy ! x
oz d —_— oo —- -
* 1,27 | CLEANING AND LAUNDRY .
. » | DUES UNION & OTHER . - 4
- 2 _ o
@ | SOCIAL SECURITY
% | INCOME TaX '
a | oTHeR
z Ve
w | CHILD CARE .
| TuITION T
2 BOOKS PAPERS MAGAZINES ° :
*,| Z |[_BARBER & BEAUTY SHOP * 7
g v
ALLOWANCES . - : S
& . A
a | TOILETRIES . - N
. CIGARETTES & TOBACCO .
LS4 . T
¢ ‘\ £ CHURCH g ] . N\ ] }
ac ALL DTHER y " ﬂ . s
» BIRTHOAYS !
* | £ TcHristmas - -
O AL LOTHER =~ R - A T T
MOVIES & PLAYS i
o X
5 OINNERS OUT ’
w — — e - - .- — - B e
z PARTIES . B ' i
< | CLUBS & SPORTS s D . .= .
- ; S EEE——— e S R T - B 3 = e £ S .
& BEVERAGES § . . ’ —
. 2 VACATIONS <} - i
, . ¥ [TBasvsiTien P R B
SAVINGS BONDS- P
N 9 N, ki
- A o - — —4— ——— - ——
H CREOIT UNION \ .
7 | BANx v \ oo I R EE Y S
‘ ? | OTHER \ . ) K
ALIMONY OR SUPPCRT PANMENTS . .
. _ _TRANSPORTATION 'BUS PARXING. B . B
.3 N N 1
Z - -
L0 . ) DA
-
OTA s s ] s s.s
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-] You arehiredby

Sec 4—The Fair Debt Co!!ectnon Pracui:es Act
Topic 2

Role Play Cards

!f/

I Consumer 1. /

| The January statement has arrived in the mail
: fromthe department store whereyou did most of
' your holiday shopping. Because your bills this
| month are higher than usual, you are unable to
| pay the “rhinimum amount” now due.You've paid
your bills on time in the past.

Creditor 1 N
You ‘handle the collections of debts owed by
credit cardhalders of a large gepartment store.
Credit customiers are responsible for a majority
of the store’s Decemberbusiness.Generallyyou
will.work with customers who have temporary
“bill-paying problems.

¥

-

-

Consumer 2

You purchased a television console from a small
i €electronics retail store, putting one-third down
i onthe S900 purchase price. The remainder will
; be paidinsix $100payments plus interest. How-
. ever, you became ill and are now hospitalized.
! Reduced earnings and unexpected medical bills
“have made it impossible for you to make the

Creditor.2

You are of 's Elec-

{your name) {your name)

i tronics Store. You lend money to creditworthy:
individuals to purchase electronic equipment. If
one of your customers gets behind in making
payments. you try to help by renegotiating pay-
ment terms. If it appears the problem s not

Last wmteryou went on vacat:on in Hawaii. You

“charged” most of your travel expenses through
alocal travel agyency. If you paid within 90 days,
you would ncur no finanCe charges. The travel

could not pay. A second bill— including a fi-
nance charge—was sent a month later and indi-
cated your account was “pdst dug You plan to
pay the travel agencyinext n)on?h

R -
- .
.

agency sent you its first bill after 90 days, butyou .

required payment on the television set. You've temporary, you will repossess or ghcourage the
already missed three payments. , debtor to volyntarily surrenden:gth goods.
< Creditor 3 :
Youown_ ___ ___'sTravelAgencyandhelp
Consumer 3 (your name) - J

many local residents plan andfinance vacations
during the year. You know it's-difficult for some
-people to pay cash for their vacations, so you
allow customers to “charge” travel expenses. If
they pay within 90 days, there is no finance -
charge. Generally, no action 1s taken if a con-
sumer fails to respond to your first bill. However, if
" nopayment is made after you send a second bill,
you turnthe account overto a debt collector.You
tell the debt collector to collect as much money
as he/she can.to reduce your loss.

Debt Collector 3 .
's Travel Agency

(Creditor 3's name)

's debt.

{Consumer 3's name) »
Consumer 3 is not your customer)your pnmary

. to“collgect" Because

objectlve Is to obtain payment, not the consum- e
er's future busmess You use egery means you . -
* can.think of, including harassing and threatening
= the consumer, to collec\the debt.
. ! 91
) X U\l
- b 82
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- Role PlayObservationSheet
i .a ” ’ o T - ' : I J i
Role Play No.

Briefly describe sntua@n./ v ' "

What did the consumer do to q"olve his/her bill-paying problem?
’ - \

Was the creditor able or willing to help the conéumer’? If so, how did the creditor help
the consumer solve his/her‘ bill-pgying problem?

g

R e

.
-
.

’ ~

~ L4
- o *
-
-

What incentives did the creditor have to negotiate with the consumer?
What incentives did the consumer have to pay? °

. -
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¢

o . Role Play Follow-tip Sheet g
RolePlay1  ~ Role Play3 ~* '
Consumer 1 . Consumer 3 . T

. Notify the department store as soon as you
' realize you cannot repay as agreed (before you
receive the bill, if possible). Indicate to the credi-
tor the reason for your bill-paying problem. your
intention to repay, and when the creditor can
expectrepaymemnt. Do not make additional credit
purchases there or elsewhere until your pay-
ments are up to date. .
Creditor 1 .\
If the consumer notifies you of a bill-paying prob-
iem, you maywant to consider renegotiating
payment terms. If the problem seems to be
temporary andif the customer has paid previous
bills on time, eventual payment is likely. By ac-
cepting a smaller or later payment you will be
helping your customer and at the same time
maintaining his/hergoodwill. Since the borrower
is paying you interest on the credit, your loss will-
probably be minimal as long as you are paid.

Role Play 2

Cdnsumer 2
If you think you cannot repay the creditor within
six months, you may want to see if you can
postpone payments until you are well. If you are
notaltowedto do this,you may want tosurtengef
the televigion console voluntarily in order to
meet your obligation to the creditor.

»

Creditor 2 a
Toavoidlosingthe sale,you maywant to consider
accepting smaller payments or postponing pay-
ments until the debtor is well. If you cannot do
this because of the uncertainty of when he/she
willbe able to return towork and resume making
payments, you can either ask for the voluntary
surrender of the television console or repossess
it. You may then resell the television as used
merchandise and offset most of your costs.

’ N
\

RIC '

4

!8(1

You probably should not have taken the vaca-
tion if you couldn't afford to pay the travel agency
as agreed. At this tme, you shouid notify the
travel agency of your bill-paying problem and
your intent to repay. See If the creditor will rene-
gotiate the payment terms $0 you can pay later
or make payments over a certain period of time. if
the travel agency will not renegotiate, you must
reduce your hving expenses or prepare a debt
repayment scheduie which you can foljow.

Creditor 3

If the debtor has not'notified you of his/her bill-
paying problem and you do not know whether
he/she intends to repay orwhen payment willbe
made, you may have to start debt collection
activity. In your case this means tdrning the
account over to a debt collector. Since you can-
not recover any goods, you may want to rene-
gotiate payment terms If the debtor appears
willing and able to repay. Or, you may wantto tell

‘the debt callectorto try to collect as much money’
- as possible to reduce your loss.

- Debt Collector 3%

You may be violating the Fair Debt Collection
Practices Act and be subject to legal penalties if
you harass, abuse, or otherwise treat a con-
sumer unfairly, eg., call repeatedly at unusyal -
times or places, or make unfoundedthreats. You
may threaten the debtor only with consequences
that you or the creditor usually take, and intend
totake inthissituation,if payment is not receved.
If having a good public image i1s important to the
creditor,you may lose th& creditoras acustomer
if you treat the consumer unfairly or with abuse.

S
9
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*Sec. 4—The Farr Debt Collection Practices. Act” ) A
Topic 3, Readmg 1 e .

. : S
Your Fair Debt Collection Practices Rights

The Fair Debt Collection Practices Act protecfs consumers

from debt collectors who engage in abusive, deceptive, or
unfair practices.

td . .
a ¢ ‘ ' ABC ' -
~ N T . - a )|

. .’% .
» . w , ! R PR .
. " . .. Debt . .
Y. Pl
a' Y
,

’”

{ Collectors, | |- . . .

>

The Act only applies to thlrd party debt collectors A person

must abide by the law if he/she is in the business of collecting

debts owed to a creditor. Creditors who collectthelrown debts
are not covered by the Act * :

-

*Creditors who use a dnﬁerént name to give the impression that the account has been turned
over to a debt collector must comply with the Fair Debt Collection Practices Agt.

A

. -
a8~




Sec 4—The Fair Debt Collection Praclices Act i
Topic 3, Reading 1 Y i
L]

' , DEBT
. | VALIDATION .
_NOTICE X
N $495.00
ALLGooDS, INC.

You have the rght to
dispute .

—

AL "
If you are contacted by a debt collector, the debt collector
must send a written notice informin'g you of:

«the amount of the debt, e

«the name of the cresto}r, and -
‘ eyour right to diépute the debt and an explanation of what will
happen if you do.
g b ) 7
ALl cooos,:—ucg._ N
. ‘i STACgOT
s = A=
| Q,Q/T.f: .
A '
[ ¢ Q\ A %
L% ___?//l . S ‘.
ToTAL N )

' If you dispute the debt, the debt collector must provide you
with written evidence of the debt before he/she can try to

collect it. -

86
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. —~n ) . I S
/
OSAR ma 0L D ‘
T | oo ,

-

e ———
———— Jan-Sy
CoLBCTIoN, INC ~—

A debt collector who is trying to fmd a debtor cannot . ~

tell a?other person that he/she is a debt collector unIess asked.

'usea post card or indicate on the envelope thatthe/she i |s
engaged in debt collection.

e contact a person otherthan the debtor more than once to Iearn
the debtor's location.
4),

A debt collector cannot: -

-oontaot you, at an unusual time (generaIIy between 9 p.m. and
8 a.m) T ‘ » . &‘

« make continuous or anonymous phone oaIIs with the |ntent to
harass you. .

« contact you at your plaoe of work if the employer* forblds
communication durlng working hours.

£

o use profanlty or other abuswe language )
-threaten to use violence or other criminal means to harm your
person, reputation, or property.




-

Sec 4—The Fair Debt Collection Practices Act . ; \
Topic 3, Reading 1 . ’ ‘

-

You'll go to jail
if you don’t pay!

4

A debt collector cannot:
« impersonate a police officer or gdvernment official,
« misrepresent the legal status of a debt.

«threaten imprisonment or other action which legally the debt
collector or creditor could not take.

« make other false and misleading statements.

You can write to the debt collector saying you refuse ta pay
or that you want him/her to cease communications. The debt
collector must stop contacting you except to advise you of
any legal action he/she or the creditor intends to take.

If a-debt collector violates ihe_ law, you may:
« notify the\Fede%al Trade Cdm‘mission', which supervises the debt
collector. . ‘

- sue for actual damages and punitive dargages up to $1,000
(including attorney’s fees and costs).* -
* , € . .
*U;:; to $1,000inan individual action, or the !eséer of $500,000 or 10/: of the creditor's net worth

- in a class hction,

a - 88
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Topic 3 ‘ -

Tt

o

' ; étudent Excercise 1 | P

' I Directions:* Decrde whether the debt collection activities desCrlbed below are
legal orillegal, “or whether the legality ‘cannot b determined on the .

basls of the'information given. Circle your answers.
14 g ‘ "
1. A debt collecfor'uses a post card to notify a consumer about a debt.

Al

legal ;-\llleg"?l . cannotbedetermined , M ]
2 A'creditor telephones a customer at work and tells the person who answers the phone the name of '
. his company. :
. legaf ilegal cannot be determined ' A :

3
.

8 Anemployee of NorthlandBank calls one of thebank’s customers at 11.00p.m.about late payrfients.

legal llegal ~ cannot be determined

-
'

4. A-debt collection agency telephones a consumer about a debt at;11:00 p.m.

legal = illegal < cdnnotbedetermined ., ~ °~ ®

1

’ . ' 5 ABC Stores, using the name ABC Colle‘ctlons, Inc, telephones a dellnqu{e}rt customer at 6.00 am.””

»*

< —

W legal ©  illegal - cannotbedetermined = - . ] ~ .
. : . T & : T
6. A departmént store’s collection division calls a customer repeatedly Jl;lng a.12-hour penod.

3.

legal ‘illegal cannotbe determined . R

je Lo '
/ 7. A credit union calls a member at his ptace of employment about a late payment

legal " illegal Cannotbedetermlnetl T T N

! R . : ’
"~ 8 Adebt collectlon agency telephones aconsumey atwork even though that person's employer does
¢ not allow personal calls . J . .

.y » *

legal - illegal “cannotbedetermined ,
. - s . ’ f_: .
9. A person who collects debts for‘other;s threatens to “throw aconsumer in jail who refuses i pay.
- N J . ¥ t N 1
< legal . illegal canngt bedeterml.néd

3 M -

) . - .
‘ 1 O A debt collector hrred by afurniture, store tellsa consumer that furnlture purchased on credlt wrll be
repossessed if payment Is not received.’ ' .
3 - P

legal lllegal , cannotbedetermlned B

I

- . -

EKC 4 Ll ey 100 T
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) Sec. 4—The Farr Debt Collection Practrces Act

‘P’prc 3, Transparency 2
™.

| ) Freedom to Do Business . . -
o . Treedom from Abuse

RN

Debt Coltebtor’s Consumer’s Right

' Right to Collect a7 Not to'Be Harassed
~ Vgli‘d Debt < or Abused
o . .
Under the Fair Debt Collection P‘racticeszct
‘ | . Aconsumer cannot be contacted atan mcon‘venrent time

©or plabe , oy, - . ¢

* A consumer’s physical well-being, reputatlon or property.
Cannot be threatened N

.o A debt or the consequences of not paying carfnot be
falsely represented \ oo

» Adebtis considered valid |f aconsumer does not dispute
it wrthm 30 days after receiving validation of the debt:

o A drsputed debt must be verlfred before a consumer- may
be contacted again by the debt ColLector

N, e

o]

A #
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v «

N
’

? S N

Py
’ £

Case 1
Karen Johnson receives a phone call at 8. 00

p.m. from g _person who identifies himself as a :
. debt collector for ABC Collections, Inc. “I've: "14"

had a difficult timedocating yougMs. Johnson,
he says. “I'mr calling you abodt the moriey you
owe Fineline Furniture Company You must
pay, or we wm be fcrced to take strong action
agamst you.”

Karen opjects, stating she has never purchased
anything from Finelite Furniture, The caller re-
sponds, “That’ s what they all say. "

w

" John'Kilpatrick has been out of work now for

several months. His savings depleted, he can
no longer make payments on has automobile
%)an Since his account was turhed over to a

ebt collection agency, it isn't uncommon for
John fo receive calls from the agency.two or
tHree times a day. John must answer his phone,
since it may be a call about g job he applied for
recently. John does owe tréimoney, but he is
unable to payynght now.ank wishes the phone’
calls would stpp.

" 1. Whatis the debt collector required by l}« ' 1. Can John do anyt%g about the annoymg

-

togo at this point?

. 2. What action must Ms. Johnson take to pro-
tect her rights'tnder the Falr Debt Collec-
" tion Practices Act?

3 What can Ms Johnson do if ABC Coﬂec
. *ons; Inc.,, continués to,eall her about the
‘ J«. debt before !t is verified?

*+ phone calls from the collection agency?

¢

Vs

2. True or False? If a consumer requests com-
munications to cease, a debt collectpr can
take np’further-action to try to obtain pay-

( .ment. Explaln
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Sec. 4—The Fair Debt Collection Practices Act / ) - oL
Topuc 4 Fiow Chan ] -

-

"' WhatlfaDebt CollectorCallsf“?'\

. -You receive a phone call from a debt collector . . .

Within five days, the debt collector must send you a writ- - ' . .

- -

ten notice stating the amount owed, the credutocs name,
} and your right to dispute the debt.*
You disputé the debt. ’ o You do not dispute the debt.
Within 30 days,you write tothe debt collector and request - - .
verification of the debt. ", \t o,
The debt collectorrdée\s R "You receive verificati}bd. ' C~ \ ®
not verify'the debt. “of the debt or a copy of . '
’ the judgment against 3
you- . ' . ’\ . o ~
You can if\éist that com- l - ’ .
munications about the . .
debt.cease. ) . - Communications about the debt may continue. . " /
' Younofify the debt ~ You pay the debt béing -+
collector in writing that collected, or renegotiate ,
you refuse to pay and/or  payment terms with the
want communications ¢ credjtor. . .. . o
to cease. .o ) Lo oo
Debt collector must L e o
' , cease communications SR .
, with-you except to tell .
.“ you what action if any . ‘o o
he/she or the creditor A
- will take. -
¢ : ’ "
\ - . 1 A : .
3 . SR N
*See Topic #, Transparency 4, this section. 183 A
o |

> P -

€
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Sec 4—The Fair Debt Collection Practices Act .
Topic 4, Transparency 4

\

Debt Validation Notice™
- !

y ' \

Creditor: Fineline Furniture €ompany

&

Amount: $1,599.98

-ri

Unless you notify us within 30 days after receiving this
" notice that you dispute the validity of the debt or any
portion thereof, we will assume the debt is valid.

If you request verification in writing within 30 days, we
will: . L ’

. Obtain verification of tHe debt, or obtain a copy of the

judgment, and mail you a copy.-

Provide you with the name and address of the original
creditor, if different from the current creditor.’ ’

N *
14

ABC Collectigns, Inc.

\ -
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- f

: Consumer Clout.
" |
: . -
A
o
3
ve always paid my bills-on He’'sagood customerandhas
time ... . paidon time before . ..
" I'm sure Il find anotherj"op . /We want to helb ...and mini-

mize our losses ;

If you don't help me, l m going to He told us aboqut the problem

warn all my frlends about iyou . . ..he‘intends to repay.
Il won't buianothert'hingf om We could always repossess the
from you . : merchandlse

‘
!
4
’

/

1.What do you think'the creditor might do in thls sntua/
tion2—

-2. What might be the Consequences to the creditor of
not “negotlatlng” with the consumer?

3.1f three months laterthe consumer still hasn’t paid,
hat action(s) might the creditor take to obtain pay-

ent or reduce losses?

»

\ . 105

94 /-
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Topic 5, Reading 2 .

-

MR.KELLY:

",

SENATOR RIEGLE:

-

/

‘MR.KELLY:

]

ltboesn’t Pay* =~ .

‘Most everybody | deal with wants to pay their

bills. They've just got themselves in a bind, |
whether I'm working with a business or a con- 1
sumer. | do work for many major banks when 5
they have problem loans. Most of these people J
want to do everything they can to getoutof § |
|
!
}

3

debt. When you talk about the trooks, you're

‘talking about just a very, very small pinority.

Successtul collection is a matter of being able
to help people work their way out of debt in
some way. It's not a matter, of going'in and
yelling at people whenthey're broke. That
doesn’t do you a bit of good. If they're down
and out, what are you going to accomplish by
yelling at them or by calling their employer or

Halling their wife? What you want to do is get

the guy back working and have him regain his
feeling of self worth. You've just got to-be sure
you've got a little rope tied around his legs s¢
when he starts making money again you can
say, “Hey, remember me? }helped you qut.”

t

If a guy’s business is going bad and going
down the drain, the bank is going to lpse a ton
if he goes under The thing to do is help him
build himself back up, get him going again, get
management in there and get'somebody,to
help him. Don't beat him over the head. That's

_ not going to do anybody any good and this

happens all the time.

You have been in thig business quite a long

. time. And your testimony is that these high

pressure tactics—the intimidation, the phone
calls in the middle-of the night, the phony legal
documents—that those tactics are just not nec- -
essary and, in your judgment, are not even N
sound from a business point of view because
there are better ways to get the job done?

Well, they're stupid. It’s stupid to go after some-
body in an animal-like fashion tqg collect a bill.
Why not go in and make friends with him and
sell him on the idea of paying? That way you'ré
going to end up'6n th&top of the pile, under-
neath the mortgage and the car payment, in-
stead ofthrown over in the wastebasket be-

" cause he’hatesryou because yqu have been ¢

calling his wife and kids and things like that. ,

*Us Condress, Senate. Subcommittee on Consumer Affairs of the

Committee on Banking, Housing, and Urban Adfairs, Fair Debt Collec-
tion Practices Yict. Hearings on S. 656, 8 918, S 1130, and H.R
5294, 95th Copg tstsess, 13 May 1977, pp 198-99

R
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Student Exercise 2

f

. ] .- .
Directions: Decide whether the consumér, debt collector, or creditor bears the costs described
below of the Fair Debt Collection Practices Act. Circle your answers. /
. ) . A v
‘('g ' : ’ )
1. A debt collector raises his collection fees when it takes longer to collect debts.

»

consumer debt collector creditor

. A creditor decudes to impose stricter standards for granting credot In response to
the higher costs of debt collection. R

consu rner debt collector creditor

e X ’ -
N ’

. A creditor raises the interest rate charged on new loans to cover the hlgher prrce
of debt collection.

[ Pl

consumer debt collector . ‘creditor-:

¥

- . ‘I
1

A consumer pays for legal advice to find out whether or not action threateried by

-~

a debt collector candegally be taken

debt coltector creditor

[N
-

. Due to the increased costs of using debt collection servnces a credrtor decides to
collect her own debts.
consumer debt coIJector creditor

N
L

. A consumer spends 30 minutes wratrng)a letter to a debt collector requesting
, communlcatrons to cease regarding an unpaid bill.

* consumer + debt collector creditor

L]
]

. A debt collector sends a debt validation notrce to a consumer who has been
notified about the debt <

cansumer debt collector creditor

~

* A
. Because the costs of debt collection have increased, a creditor provides less
credit to his customers. s .
AUG 13 1087
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A
consumer debt collector - creditor
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